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1 INTRODUCTION

2

3 A

Please state your name, occupation, and business address

My name is Marylee Diaz Cortez. I am a Certified Public Accountant. I

am the Chief of Accounting and Rates for the Residential Utility Consumer

Office (RUCO) located at 1110 W. Washington, Phoenix, Arizona 85007

7

9 A

Please state your educational background and qualifications in the utility

regulation field

Appendix l, which is attached to this testimony, describes my educational

background and includes a list of the rate case and regulatory matters in

which I have participated

13

14 A

15

Please state the purpose of your testimony

The purpose of my testimony is to present the recommendations that

result from my audit and review of Tucson Electric Power Company's

16 ("TEP" or "Company") requested rate increase. TEP filed its rate

17

18

19

application with the Arizona Corporation Commission ("ACC" or

"Commission") on July 2, 2007. RUCO is recommending that rates in this

docket be set based on the cost-of-sewice model, as set forth by the

20

21

Company and as adjusted by RUCO. My testimony, as well as Rodney L.

addresses the various adjustments RUCO

22

Moore's testimony,

recommends to the cost-of-sewice model. RUCO witness William A.

23 Rigsby will address the cost of capital issues associated with the case.

Q.

Q.

Q.

1
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The testimony of RUCO witness Ben Johnson addresses the two other

models proposed by the Company and explains why they should be

rejected. The testimony of Glen Gregory addresses RUCO's proposed

rate design and cost of service analysis

6 Q Please describe your work effort on this project?

I obtained and reviewed data and performed analytical procedures

necessary to understand the Company's application as it relates to

operating income, rate base, and the Company's overal l  revenue

requirements. This included the issuance of data requests, review of prior

commission decisions, and discussions with Company personnel

13

14 A

Please identify the Exhibits you are sponsoring

I am sponsoring Schedules MDC-1 through MDC-2

16 Please provide a summary of the issues you address in your direct

testimony

I address the following issues in my direct testimony

RATE BASE

Accumulated Depreciation This adjustment restates the Company's

recorded accumulated depreciation balance from 2004 through the end of

the test year. The adjustment is necessary because during this time

Q.

Q.

2
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period the Company failed to use the Commission-authorized depreciation

rates for accruing depreciation on its generation assets

Springerville Unit I This adjustment restates the cost of the Springerviiie

Unit I generating station from market to book

Luna Plant This adjustment restates the cost of the Luna generating plant

from market to book

Implementation Regulatory Asset This adjustment decreases rate base to

remove certain prior period expenses, which the Company has written off

and for which the Commission never granted regulatory asset accounting

10

11

authority.

OPERATING INCOME

12

13

Sprincierville Unit I Expenses This adjustment restates the cost of

operating the Springerville Unit I plant from market cost to test year actual

14 cost.

15

16

17

18

19

Luna Plant This adjustment restates the cost of operating the Luna plant

from market cost to test year actual cost.

Implementation Regulatory Asset This adjustment removes the proposed

amortization of financing costs that TEP has already written off and for

which it does not have a deferral accounting order authorizing future

20

21

22

recovery.

Bad Debt Expense This adjustment corrects an error the Company made

in its calculation of the bad debt ratio.

3
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Navajo Coal Prices This adjustment corrects an error the Company made

in its calculation of the incremental cost increase per ton of Navajo coal

Gain on Sale of SO; Allowances This adjustment credits the ratepayers

with the revenue realized during the test-year from the sale of excess SO

credits from Springerville Unit 1 and 2

Lime Usage Costs This adjustment removes the cost of extra lime usage

during the test year at Springerville Unit I, as it is non-recurring

Short-term Sales This adjustment credits ratepayers with 100% of the

margins realized from short-term power sales

10 Generating Facilities Operating Lease This adjustment removes the

11

12

13

capital lease cost associated with the Springerville Unit I Coal Handling

capital lease and replaces it with a levelized lease cost in accordance with

Decision No. 58497.

14 Miscellaneous Service Revenues This adjustment corrects an error the

15

16

17

18

19

20

21

22

Company made in its calculation of the additional revenue that it will

derive from the proposed increase in its Miscellaneous Service fees.

Specifically, the error had the effect of understating the revenue related to

late fee charges.

Wholesale Trading This adjustment includes the revenue and expenses

associated with wholesale trading activities in test year operating income.

RUCO recommends recovery of these wholesale margins through base

rates as opposed to a PPFAC, as was recommended by the Company.

4
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Rate Case Expense Docket No. E-01933A-05_0650 This adjustment

amortizes the test year cost of Docket No. E_01933A-05-0650 over four

years

Gain on Land Sales This adjustment reflects a 50/50 sharing of gains

realized on the sales of land between ratepayers and shareholders

OTHER ISSUES

Purchased Power and Fuel Adjustor Clause RUCO recommends

rejection of the Company proposed Purchased Power and Fuel Adjustor

Clause ("PPFAC"), and instead recommends a power supply adjustor that

would be applicable solely to load that is incremental to that incurred in the

14

test year

Termination Cost Regulatory Asset - RUCO recommends rejection of the

Company's proposed Termination Cost Regulatory Asset, No such asset

exists and the notion of such an asset is illusory.

15

16 RATE BASE

17 Rate Base Adjustment #1 - Accumulated Depreciation

18

19

20

Did RUCO perform a reconciliation of TEP's plant balances from the 2003

test year utilized in the 2004 Rate Check to the year end balances

included in the test year ended December 31, 2006?

21 Yes. RUCO witness Rodney Moore performed this analysis and

22 reconciliation.

23

A.

Q.

5

L.
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1 Were there any differences between the balances claimed by the

Company in its application and RUCO's analysis?

3 A Yes. As discussed in Mr. Moore's testimony, while RUCO was able to

reconcile with the Company's plant-in-service balances, there was a large

discrepancy between the accumulated depreciation balances computed

by RUCO and the amounts recorded on the Company's books

8 Was RUCO able to ascertain the source of these large discrepancies?

9 A Yes. While there were some differences in the Company's calculation

methodology and RUCO's these accounted for a minor amount of the total

discrepancy of $68 million. The majority of the discrepancy was

attributable to the fact that in 2004 the Company began accruing

depreciation on its generation assets at rates that were significantly lower

than those that had been authorized by the Commission

16 Q Is the Company allowed to change its depreciation rates at its own

discretion?

18 A Under Arizona Administrative Code section R14-2-102(C)4, a

Company cannot put new depreciation rates into effect until the

Commission authorizes the changes

No.

Q.

Q.

6
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1 Q Did the Company offer any explanation for changing the depreciation rates

on its generation assets without proper authorization from the

Commission?

4 A Yes. As was discussed at length in Docket No. E-01933A-05-0650. the

Company continues to operate under the misconception that the ACC no

longer has jurisdiction over its generation assets. While this may have

become the case had the Commission not halted divestiture by its Track A

Decision", the fact is divestiture was halted and the ACC continues to

regulate and have jurisdiction of all of TEP's assets and operations

Accordingly, TEP must continue to adhere to the Commission rules and

regulations, which includes the requirement for Commission authorization

in order for TEP to change its depreciation rates

14 Besides fai l ing to obtain Commission authorization to change i ts

depreciation rates, are there any other reasons why such changes were

17 A

21

22

inappropriate?

Yes. The depreciation rates on which TEP's current rates are based were

significantly higher than those that TEP has been using to accrue

depreciation expense since 2004. Thus, while ratepayers are paying the

higher authorized depreciation expense through their current rates. the

rate base is not being reduced by these payments because TEP is

accruing accumulated depreciation at the lower, unauthorized, rates. This

' Decision No. 65154

Q.

7



Direct Testimony of Marylee Diaz Cortez
Tucson Electric Power Company
Docket No. E-01933A-07-0402

is unfair because it results in ratepayers having to pay a return on plant

that they have already paid for. Thus, it is necessary to increase the

accumulated depreciation account by $49,504 million to ameliorate this

inequity. This adjustment also has an impact of decreasing the

Accumulated Deferred income Tax balance by $19554 million, for a net

adjustment of $29849 million

8 Rate Base Adjustment #2 - Springerville Unit I

9

IO

11 A

14

15

Have you reviewed the Company's proposed ratemaking treatment for its

Springewille Unit I generating plant?

Yes. The Company has made a proforma adjustment to remove the

actual test year cost of Springerville Unit I, both capital and operating, and

replace these actual costs with market price estimates. The overall affect

of the adjustment is to increase the revenue requirement for the

Springerville Unit I generating station.

16

17

18

19

How does the Company justify using estimated market costs for rate

setting purposes when the actual costs are not only lower, but are also

known and measurable?

20

21

The Company relies on similar ratemaking treatment that was authorized

in Decision No. 56659, dated October 1989 and again in Decision No.

22 57586 in 1991.

23

8

Q.

A.

Q.

I
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1 Are the circumstances in the instant case the same as they were in 1989

3 A

and 1991 in regards to Springerville Unit I?

In those cases, the plant was owned by a third party which had

recently purchased the plant from Alamito Company.2 At that time TEP

had a contract that required it to lease back the Springerville plant at $220

million in excess of its book value. When Decision No. 56659 was issued

No.

TEP did not own the Springerville plant and was paying lease payments

that incorporated the inflated cost of plant. The Commission's use of

market based rates in that case had the effect of lowering the then-inflated

lease payments to a price that was in line with similar arm's length

transactions. In contrast, in the instant case TEP now owns a portion of

the Springerville Unit 1 plant and the embedded cost of that plant is less

than the market price estimations the Company has utilized in its currently

proposed adjustment

15

16 Given the current circumstances of the Springerville plant, is a market

17

18

19

20

21

price estimation adjustment appropriate?

No. It's clear that the Commission authorized the market price adjustment

in Decision No. 56659 to recognize that the lease cost of the Unit 1 plant

was not negotiated at arms-length and was significantly inflated. This is

no longer the case and the plant's embedded costs are known and

2 Pursuant to Decision No. 53815, TEP transferred its Springerville Unit No. 1 and San Juan Unit
No. 3 to a newly formed subsidiary called Alamito Company. In 1984 the then-officers of TEP
spun-off Alamito as an independent wholesale power company. Alamito was sold to a third party
in 1986 at price that was $232 million in excess of the spin-off price.

A.

Q.

Q.

9
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measurable. The embedded costs do not appear to be inflated since they

are lower than TEP's estimates of the prevailing market price. Thus, an

adjustment from the embedded costs is neither appropriate nor warranted

Further, the notion that actual costs could be replaced with higher market

estimated costs is contrary to even the most basic rate raking principles

In this instance the Company continues to blindly adhere to a decades-old

Commission decision that makes no sense under the current

circumstances

10

11 A

What adjustment have you made?

As shown on Schedule RLM-4, Adjustment #2, I have reinstated the actual

12 embedded cost of the Springerville Unit 1 plant in rate base. This

13

14

adjustment also has impacts on TEP's test year operating income, which

will be discussed later in that section of my testimony.

15

16 Rate Base Adjustment #3 - Luna Plant

17

18

19

20

21

22

What ratemaking treatment is the Company requesting for its recently

purchased Luna Plant?

TEP is requesting that this plant be excluded from rate base and that

instead a market-based price for the output of this plant be included in

operating expenses. The requested ratemaking treatment for the Luna

Plant mirrors the ratemaking treatment requested for the Springerville Unit

23 1 plant, as just discussed .

A.

Q.

Q.

10
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1 Q Does TEP own the Luna Plant?

2 A Yes. TEP purchased this plant on November 12, 2004 and the plant

entered service on April 4, 2006

5

7 A

Given that TEP owns this plant, why is the Company requesting that for

ratemaking purposes it be treated as power purchased in the market?

According to a response to a RUCO data request, TEP believes that since

it purchased this plant after its stranded cost settlement in Decision No

62103 the plant is "deregulated" and the stockholders should be allowed

to realize market-based profits from power sales from this plant to TEP's

customers

12

13 Do you agree?

14 No. This flawed logic appears to have its roots in TEP's theory that

15 Decision No. 62103 granted the Company market-indexed rates after

16 2008, which was the subject of Docket No. 01933A-05-0650. In that

17

18

19

20

21

22

docket RUCO strongly disagreed with that position and provided

substantial evidence and legal argument that TEP's market-indexed

theory was incorrect. The Commission continues to have jurisdiction over

TEP's operations, including generation. Accordingly market-indexed rates

are inappropriate for a plant which the Company owns and uses to provide

service to its captive customers. Instead, the Luna Plant should be priced

23 at cost-of-service, as are all of TEP's other assets.

A.

Q.

Q.

11
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1

2 A

What adjustment have you made?

As shown on Schedule RLM-, Adjustment #3, I have reinstated the actual

embedded cost of the Luna plant in rate base. This adjustment also has

impacts on TEP's test year operating income, which will be discussed later

in that section of my testimony

7 Rate Base Adjustment #4 - Implementation Cost Regulatory Asset

8 Q Please discuss the Implementation Cost Regulatory Asset that TEP is

10

11

proposing in rate base

The Company is requesting a $47.5 million regulatory asset, referred to as

the Implementation Cost Regulatory Asset ("liRA"), to be included in rate

12 base. Of this amount $14.2 million is related to certain expenses the

13 Company incurred related to its efforts toward restructuring to retail

14 access. Regulatory asset accounting was authorized for these costs

15 pursuant to Decision No. 62103 ("the 1999 Settlement Agreement").

16

17

18

Has TEP included any costs in its proposed regulatory asset for which

Decision No. 62103 did not authorize regulatory asset accounting?

19 Yes. Under Generally Accepted Accounting Principles ("GAAP"), when

20

21

22

23

TEP incurred certain debt financing costs and expenses related to

amending and terminating certain coal contracts, the Company was

required to write them off as expenses. TEP did not seek, nor was it

granted, a deferral accounting order from the Commission that would

A.

Q.

A.

Q.

12
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allow the Company to capitalize these expenses as regulatory assets

Thus, these costs were expensed when incurred, in periods prior to the

test year. Therefore, the Company has no asset related to these costs for

which rate base recovery is warranted, Accordingly, my adjustment

decreases rate base by $33242 million to remove these prior-period

expenses. There is also a companion adjustment discussed in the

Operating Income section of my testimony related to amortization of these

prior-period expenses

10 Q Has the Commission previously denied recovery of prior-period expenses

for which a utility failed to obtain an accounting order?

12 A Yes. In a recent UNS Gas rate case the Commission agreed with Staff

and RUCO regarding the u recoverability of prior-period expenses for

which the utility never obtained regulatory asset accounting authority. In

Decision No. 70011, dated November 27, 2007, the Commission stated

16
17
18
19

[T]he Company's failure to seek an accounting order from
the Commission when the costs were incurred renders them
unrecoverable as a regulatory asset.

20 Rate Base Adjustment #5 - FAS 143 Accumulated Depreciation Write-off

21 Did TEP recently write-off a significant portion of its Accumulated

22 Depreciation reserve?

23 Yes. The Financial Accounting Standards Board ("FASB") issued

24 Statement No. 143, which modified the manner in which asset retirement

25 obligations are to be accounted for under GAAP. The Statement requires

A.

Q.

13
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companies to recognize the fair value of future retirement obligations (i.e

costs) at the point in time they are incurred as a liability. Prior to issuance

of Statement No. 143, utilities accounted for retirement costs on a pro-rata

basis over the life of the asset through their depreciation accruals

Accordingly, TEP's existing Accumulated Depreciation balance contained

accruals for the retirement of assets. in order to comply with Statement

No. 143, TEP, on January 1, 20o3, wrote-off that portion of its

Accumulated Depreciation balance that was related to retirement costs

and transferred them to a liability account

11 Do you agree with TEP's method of accounting for Statement No. 143?

12

13

Yes. However, I do not agree the accounting required under Statement

No. 143 for GAAP purposes is also appropriate for ratemaking purposes.

14

15

16

Please explain.

While a change in accounting practice may be desirable from an

17

18

19

20

21

accounting perspective, it may impact rates in a biased or unfair manner.

Because the starting point from which the regulatory body determines a

utility's rates is its GAAP-compliant financial statements, any change in

GAAP accounting practice must be carefully analyzed and its impact on

the resultant rates fully understood before a determination can be made if

22 such accounting change is appropriate for ratemaking treatment.

23

Q.

A.

A.

Q.

14
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1 Q Have you done such an analysis?

2 A Yes. As just discussed, utilities have historically recognized the cost of

asset retirement through annual depreciation accruals. These retirement

costs, prior to Statement No. 143, resided in TEP's Accumulated

Depreciation account, which under the ratemaking formula serves to

reduce rate base. The account serves as a rate base reduction because it

represents the portion of TEP's plant investment that it has already

recovered through its depreciation accruals. Depreciation accruals

16

(expenses) are included in the ratemaking formula, thus, by definition the

Accumulated Depreciation account is comprised of amounts paid for by

ratepayers. As just mentioned this account reduces rate base, thereby

ensuring that ratepayers do not continue to pay a return on that portion of

TEP's rate base investment for which ratepayers have already provided

reimbursement. Statement No. 143, however, has upset the equity of

depreciation accounting because it requires TEP to write-off a portion of

the accumulated depreciation balance that ratepayers have already paid

17 for. This write-off decreases the Accumulated Depreciation balance,

18

19

20

21

22

which in turn increases rate base. The overall result of this accounting is

that ratepayers will have to pay a return on portions of the Company's

plant investment that ratepayers have already paid for through their utility

rates. Thus, while Statement No. 143 may be appropriate from a financial

accounting standpoint it has unintended consequences on regulated

15
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companies, and if recognized for ratemaking purposes will result in double

recovery of the previously accrued asset retirement costs

4

5 A

What adjustment have you made?

I have reversed TEP's $112.8 mil l ion write-off of i ts Accumulated

6 Depreciation balance. My adjustment is necessary to prevent ratepayers

from having to pay again for assets that they have already paid for

9 OPERATING INCOME

10 Operating Adjustment #1 - Springerville Unit 1 Operating Expenses

11

12

13

14

15

16

17

Q. What adjustment are you recommending for the Springerville Unit 1

expenses?

As previously discussed in the Rate Base section of my testimony, the

Company has proposed an adjustment that would replace the actual test

year embedded costs of the Springerville Unit 1 plant with market-indexed

estimated costs. I have recommended that the Company's adjustment be

rejected and instead the actual test year embedded costs be reflected for

18 ratemaking purposes. Operating Adjustment #1 simply reflects the

19

20

21

operating income impacts of recognizing the actual test year expenses

associated with Unit 1 as opposed to the Company's proposed market

estimated costs. As shown on Schedule RLM-8, Operating Adjustment

22 #1, this decreases operating expenses by $32.7 million.

23

A.

Q.

16
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1 Operating Adjustment #10 - Luna Plant Expenses

2

3 A

Q. What adjustment are you recommending for the Luna plant expenses?

As previously discussed in the Rate Base section of my testimony, the

Company has proposed an adjustment that would replace the actual test

year embedded costs of the Luna plant with market-indexed estimated

costs | I have recommended that the Company's adjustment be rejected

and instead the actual test year embedded costs be reflected for

ratemaking purposes. Operating Adjustment #10 simply reflects the

operating income impacts of recognizing the actual test year expenses

associated with the Luna plant as opposed to the Company's proposed

market-index estimated costs. As shown on Schedule RLM-8, Operating

Adjustment #10, this decreases operating expenses by $15.96 million

14 Operating Adjustment #11 - Implementation Cost Regulatory Asset

15

16

17

18

19

20

21

22

Q. Please discuss your adjustment to remove the amortization expense

associated with prior-period expenses.

As was discussed previously in the rate base section of my testimony, the

Company is proposing regulatory asset accounting for certain expenses it

incurred in prior periods for which it never obtained authorization from the

Commission. I have removed these prior-period expenses from rate base

and likewise have decreased operating expenses by $8.311 million to

remove the proposed amortization of these prior-period expenses.

23

A.

17
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1 Operating Adjustment #15 - Bad Debt Expense

2 Q. Are you making an adjustment to the Company's proposed bad debt

4 A

expense?

Yes. Pursuant to a data request, the Company acknowledged that it had

incorrectly computed the bad debt ratio and provided a revised ratio. My

adjustment restates bad debt expense based on the Company's correction

to its bad debt ratio. As shown on Schedule MDC-1, this adjustment

reduces bad debt expense by $520,078

10 Operating Adjustment #16 - Navajo Coal Prices

11 Q Has the Company proposed an adjustment for an increased cost of

Navajo coal?

13 Yes. The Company made a calculation where it compared its test year

14

15

16

17

Navajo coal costs per ton with a forecasted 2007 cost of coal per ton and

determined a $4.85 cost increase per ton. TEP then multiplied the cost

increase by the number of tons used in the test year to derive a total cost

increase of $2.780 million.

18

19 Do you agree with this calculation?

20 No. The Company's calculation understates the actual test year cost of

21 coal per ton and overstates the 2007 forecast. As a resul t ,  the

22

23

incremental cost of $4.85 per ton is erroneous. Using the actual cost per

ton in the test year of $30.23 and the actual 2007 cost per ton of $31.28

A.

Q.

A.

18
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the incremental increase is only $1.05 not $4.85 as calculated by the

Company. When multiplied by the number of tons burned in the test year

the corrected calculation indicates a $585,765 increase in Navajo coal

costs as opposed to the $2.780 million calculated by the Company. My

corrected calculations are shown on Schedule MDC-2 and result in a

$2.194 million decrease in operating expenses

8 Operating Adjustment #18 - Gain on Sale of S02 Allowances

9 Q. During the test year did the Company generate any revenue pursuant to

sales of its SON allowances?

11 A Yes. During the test year TEP realized $6.716 million in revenues from

the sale of SON allowances.

adjustment in this case to remove this test year revenue from its operating

The Company has made a proforma

income

16 Do you agree with this treatment?

17 No. As was explained in the response to RUCO data request 5.10, the

18 revenue that was realized from the sale of excess SON credits was

19

20

generated as a result of improved equipment and operation at

Springerville Units 1 and 2. Since ratepayers bear the cost of these plants

21 they should also realize any benefits received from these plants. As

22 shown on Schedule RLM-8, I have increased revenues by $6.716 million

A.

Q.

19
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to credit ratepayers with the test year revenues realized from the sales of

SOQ allowances

4 Operating Adjustment #21 - Lime Usage Costs

5 Q. Please discuss the Company's proposed adjustment for extra lime usage

costs

7 A During the test year TEP performed additional scrubbing of Springerville

Units 1 and 2 by using more lime than normal to reduce emissions so that

Unit Ill could operate. Since these costs are abnormal and non-recurring

the Company removed these costs for Springerville Unit ll

12 Why didn't TEP also remove the extra lime usage costs for Unit I?

13 A

14

15

16

Since the Company removed all of the Unit I operating costs from the test

year and replaced those actual costs with market costs, the extra lime

usage was also removed as part of that adjustment. As discussed earlier

in my testimony, I have reversed that adjustment to include the actual test

17 year cost of operating Springerville Unit I. As result of this earlier

18

19

20

adjustment it is now necessary to remove the non-recurring lime costs

from the test year Springewille Unit I expenses. This adjustment reduces

test year Springerville Unit I expenses by a net amount of $295,482.

21

Q.

20
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1 Operating Adjustment #22 - Short-term Sales

2 Q. What ratemaking treatment is the Company proposing for its short-term

sales revenues and expenses?

4 A The Company has removed the test year revenues and expenses

generated through short-term sales TEP proposes that 90% of the net

margin associated with short-term power sales be credited to ratepayers

via the proposed PPFAC

9

10

Do you agree with the Company's proposed treatment of the revenues

and expenses associated with short-term sales?

11 No.

12

As was discussed previously in my testimony, RUCO is

recommending that TEP's proposed PPFAC be rejected. Thus, the

13

14

15

16

17

18

margins realized from these sales need to be credited to ratepayers

through base rates. Further, RUCO does not agree that TEP

shareholders should be allowed to retain 10% of these margins.

Ratepayers pay all the costs associated with generation of the power that

is sold through short-term sales and should, therefore, should be credited

with 100% of the margins realized from those sales.

19

20

21

22

23

A.

Q.

21
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1 Operating Adjustment #23 - Generating Facilities - Operating Lease

2 Q. Please explain the Company's proposed adjustment related to the Sundt

and Springerville Common Facilities and the Springerville Coal Handling

FacMHes

5 A For ratemaking purposes, pursuant to Decision No. 58497, the Company

accounts for these facilities as levelized lease payments, whereas for

book purposes these facilities are accounted for as capital leases. The

Company adjustment converts the recorded capital lease accounting to

the ratemaking levelized lease expense accounting. The net result is a

decrease in operating expenses of approximately $21 million

11

12 Do agree with this adjustment?

13 Yes. Decision No. 58497 does require this adjustment. However, I do not

14

15

agree with the portion of the adjustment that pertains to the Springerville

Coal Handling facilities.

16

17

18

Please explain.

As discussed earlier the Company has treated the Springerville Unit I on a

19

20

21

22

23

market-based rate, therefore removing the test year actual expenses

associated with that plant. Because the Company has already removed

the expenses associated with 50% of the Springewille Coal Handling

facility as part of that adjustment, TEP argues that it is unnecessary in this

adjustment.

A.

Q.

A.

Q.
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1 Q

2 A

Do you agree?

Yes, that would the case i f  one where to accept the Company's

adjustment to treat Springerville Unit I at market rates. RUCO. however

has rejected this treatment and reinstated the actual test year Springewille

Unit I expense. Thus, it is necessary to now remove 100% of the Unit I

and II Coal Handling expense as part of the leased facilities adjustment

required by Decision No. 58497. This adjustment decreases operating

expenses by $9.407 million to restate the capital lease expense of 1009

of the Springerville Coal Handling facilities to the required levelized lease

expense for these facilities

12 Operating Adjustment #24 - Miscellaneous Service Revenue

13 Q. Has the Company proposed any changes in its Miscellaneous Service

14 Fees?

15

16

Yes. The Company is proposing to increase the tariffs for some of its

Miscellaneous Service Fees3 to more closely match the current cost of

17 providing these services. The Company then calculated a pro forma

18

19

adjustment to reflect the additional revenues that will be generated by

these increased service fees.

20

21

22

3 Service Connect and Reconnect Fees, Meter Reread, Meter Testing, and Late Fees.

A.

23
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1 Q Do you agree with the Company's quantification of the additional revenue

that will be generated as a result of these increased fees?

3 A The Company in its supplemental response to data request RUCO 3.14

acknowledged that it made an error in its calculation of the additional

revenue that wil l  be generated by its proposed late fee tariff (see

Attachment MDC-A). An adjustment to increase proforma Miscellaneous

Service Fee by $1 .161 million is necessary to correct this error

9 Operating Adjustment #25 - Wholesale Trading

10 Q Has the Company proposed an adjustment to its wholesale trading

revenues and expenses?

12 A Yes. The Company is proposing to remove the revenues and expenses

associated with TEP's wholesale trading activity from test year operating

14 income.

15

16

17

18

What is TEP's rationale for this adjustment?

TEP claims that the margins that are realized through the Company's

wholesale trading activities should be credited to TEP's proposed PPFAC.

19

20 Does the Company therefore recognize that these margins should be

21 credited to ratepayers?

22 Yes. The administrative costs of these activities (i.e. payroll, office

23 expenses, etc.) remain embedded in test year expenses. Thus, since

Q.

A.

Q.
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ratepayers are bearing the cost of these activities they should be credited

with the margins realized from wholesale trading. The Company is not

arguing this point, but rather agues that these credits should flow back to

the ratepayer through the PPFAC

6 Q Do you agree?

7 A Yes, I agree that these margins should be credited to ratepayers

However, since RUCO is not recommending approval of the company

proposed PPFAC I have made an adjustment to include these wholesale

11

12

revenues and expenses on the test year income statement, for recovery

through base rates. This adjustment increases test year operating income

by $1 .7 million.

13

14

15

Operating Adjustment #26 - Rate Case Expense - Docket No. E-01933A-05-

0650

16

17

Does TEP's test year expenses include any costs related to its Motion to

Amend Decision No. 62103?

18 Yes. TEP's test year operating expenses include $481,447 in

19

20

expenditures related to its Motion to Amend.

For ratemaking purposes is this a recurring cost?

21 No. The expenditures in Docket No. E-01933A-05-0650 relate to a unique

22

23

rate litigation, and accordingly should be amortized. I am recommending

a four year amortization, which reduces test year expenses by $361 ,085.

Q.

A.

A.

Q.
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1 Operating Adjustment #27 - Gain on Land Sales

2 Q Has TEP realized gains on sales of its land holdings over past several

4 A

years?

Yes. TEP has realized over $2 million in gains on the sale of land over the

past several years

7 Should ratepayers be credited with a portion of these gains?

8 A Yes. The Commission has typically supported the 50/50 sharing of gains

on sales of utility property between ratepayers and shareholders. My

10

11

12

adjustment therefore credits ratepayers with approximately $1 million in

gains, and amortizes this amount over four years, for an expense

reduction of approximately $250,000 per year.

13

14 OTHER ISSUES

15 Purchased Power and Fuel Adjustment Clause

16 Is TEP proposing a Purchased Power and Fuel Adjustment Clause in this

17 case?

18 Yes. Currently the Company does not have a Purchased Power and Fuel

19

20

21

Adjustment Clause ("PPFAC") and claims that such an adjustor is

warranted because TEP "relies on natural gas and purchased power to

meet a growing percentage of its customer demand"4. TEP's proposed

4 Direct Testimony of David G. Hutchins at page 30, lines 20-21 .

A.

Q.

Q.
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adjustor is patterned after the power supply adjustor authorized for APS in

Decision No. 69663

4

6 A

What criteria must a uti l i ty meet to warrant the authorization of an

automatic adjustor mechanism?

The Arizona Court of Appeals addressed the eligibility requirements of

automatic adjustment mechanisms in Scates v. Arizona Corporation

Commission. The court indicated that such mechanisms are restricted to

certain narrowly defined operating expenses that are characterized by

fluctuations. The Arizona Corporation Commission also defined automatic

adjustor mechanisms as applying to expenses that routinely, or widely

fluctuate. The ACC stated the following regarding automatic adjustor

13 mechanisms:

14
15
16
17
18
19
20

The principal justification for a fuel adjustor is volatility in fuel
prices. A fuel adjustor allows the Commission to approve
changes in rates for a utility in response to volatile changes
in fuel or purchased power prices without having to conduct
a rate case. (Arizona Public Service Company, Decision No.
56450, at page 6, dated April 13, 1989)

21 Do you believe that the characteristics of TEP's fuel and purchased power

22 mix meet this criteria?

23

24

25

No. The primary source of TEP's power sales is from its coal fired plants.

Historically, prices of delivered coal have not been volatile or widely

fluctuating, as would be required by Scates for automatic adjustment. As

5 During the test year TEP generated 81 % of its sales from its coal fired plants.

A.

Q.

Q.
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shown in the response to data request RUCO 8.5 (see Attachment MDC

B), the delivered price of coal has increased by approximately 8% over the

past three years. This is less than inflation for the same period, and thus

hardly qual i f ies as a volati le expense that justi f ies extraordinary

ratemaking treatment. Further, TEP has made proforma adjustments to

its test year delivered coal prices to reflect the increases it anticipates

post-test year. these adjustments,  and the lack of  any

demonstrated volati l i ty in coal prices, a mechanism for automatic

adjustment simply isn't warranted

Given

11 What are the characteristics of TEP's other sources of power?

12

13

14

15

16

During the test year, TEP supplied 6.3% of its power sales via gas

generation and 12.6% with market purchases. Both of these sources

have historically been somewhat less stable than coal prices, however,

again, these sources are relied on for less than 20% of TEP's power

sales.

17

18 Given the overall characteristics of TEP's power sources does RUCO

19 recommend approval of the Company's proposed PPFAC?

20 No. The proposed PPFAC would allow TEP to automatically flow through

21

22

23

the cost of its power to ratepayers outside of a traditional rate case where

otherwise all ratemaking elements would be analyzed and rates set on a

comprehensive examination of the Company's financial status. Instead

A.

Q.

A.

Q.
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fuel and purchased power would be afforded single ratemaking issue

status under TEP's proposed PPFAC. In effect, under this proposal TEP

would be held harmless not only from cost increases in fuel and

purchased power, but also be held harmless from management and

operation of its own generation resources, which comprise over 80% of its

power sales

8

9

Without the proposed PPFAC will TEP be required to bear an

unacceptable level of risk?

10 A No. Based on the Company's test year sources of power, I do not believe

14

15

16

17

18

19

20

TEP is subject to an unacceptable level of risk that would not be

adequately compensated through its return on equity. However, RUCO is

aware that the percentage of power that TEP supplies through market

purchases has continued to grow each year (see Attachment MDC-B).

While coal continues to generate approximately the same number of MWh

sales each year, purchases continue to increase, thus annually becoming

a greater percentage of sales. This trend indicates that TEP is relying

primarily on purchases to serve any load growth. Since TEP has not

indicated any plans for the purchase of new plants, it appears that

purchases will continue to supply TEP's growth into the near term future.

21

22

23

Q.
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1 Could this pose potential higher levels of risk in the future for TEP?

2 A Yes. Potentially the risk of volatility in the market will rise, as long as TEP

has annual load growth and continues to rely on the market to serve this

growth

6 Q

8 A

15

16

How does RUCO propose to protect TEP from its growing reliance on

sources of power that have less price stability than its coal resources?

Again, because of the relative price stability of the majority of TEP's

power, and the proforma adjustments the Company has made to increase

the test year prices of delivered coal to projected 2009 price levels, TEP's

current risk exposure is limited to future load growth that will be subject to

market purchases. Thus, RUCO is proposing a power supply adjustor that

would be applicable only to incremental load above the test year level

RUCO's proposed power supply adjustor would protect TEP from market

price volatility related to load growth, while at the same time will not shift

the operational risk of TEP's own generating facilities to ratepayers.

17

18

19

20

21

22

23

How would RUCO's proposed power supply adjustor work?

The power supply adjustor would be initially set at zero, and would not be

eligible for resetting until December 2010. In December 2010 TEP would

compare its actual purchased power expenses with the amount embedded

in base rates in this case and multiply the incremental difference (whether

negative or positive) by the increase in retail MWh sales from the 2006

A.

Q.

Q.
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test year until the 2009 calendar year. The product of this calculation

would be divided by the total 2009 retail MWh sales to yield the annual

amount of the power supply adjustor per kph for the ensuing year

5 Q

7 A

Does RUCO's proposal include a forward looking component to the power

supply adjustor?

No. RUCO does not believe the characteristics of TEP's fuel and

purchased power supplies warrant the use of estimations or projections of

purchased power costs. Such a methodology would only serve to

complicate TEP's rate structure and require further adjustment when

actual prices became known

13 Q Didn't the Company itself propose a similar adjustor mechanism in Docket

E-01933A-05-0650?

15 A Witness James Pignatelli proposed an Energy Cost Adjustment

Clause ("ECAC") mechanism in the testimony he filed in Docket No. E

1933A-05-0650. The proposed ECAC was very similar to the mechanism

that RUCO is recommending in this docket. The Company proposed

ECAC also would have been applicable only to that portion of TEP's load

that was incremental to the test year level. In support of the ECAC Mr

Yes.

Pignatelli observed the following.

22
23
24
25

The proposed ECAC is an adjustment clause that allows the portion
of retail load above the cost-of-service test year sales to be
recovered at market-based prices. It differs from some other
purchase power and fuel clauses in that it does not shift any
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operational risk of TEP's generating facilities to the Company's
customers and does not include and fuel cost risks associated with
the Test Year Retail Sales portion of the load

and

Although TEP serves the majority of its load with company-owned
generating resources, it relies on purchased power to meet a
growing percentage of its customer demand. Because this power
is purchased at market prices, TEP should be allowed to recover
market prices for a portion of its load

Thus, the Company also recognized the merits of the type of power

adjustor that RUCO is now also recommending

16 Termination Cost Recovery Asset

17

18 A

22

What is the Termination Cost Recovery Asset?

The Company claims that the Termination Cost Recovery Asset ("TCRA")

is a regulatory asset "that represents the economic harm that will have

been suffered by TEP if the 1999 Settlement Agreement is not honored

and generation service rates are based solely on cost-of-service

principles.1!7

23

24

25

26

e Direct testimony of James Pignatelli, Docket No. E-0133A-05-0650, pages 20, 21

7 Testimony of James Pignatelli, Docket No. E-01933A-07-0402, page 20, lines 3-5.

Q.
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1 Q Has the Commission issued an accounting order or a prior decision

establishing this "regulatory asset"'?

3 A No. This "regulatory asset" is merely something that the Company has

invented in this docket and has not in any way previously been afforded

regulatory asset status by this Commission

7

8 A

13

14

15

16

What is your understanding of TEP's logic in inventing the TCRA?

TEP appears to believe that the Company was somehow guaranteed

market generation rates in 2009 pursuant to the 1999 Settlement

Agreement, and that if, as a result of this docket TEP is permitted to

charge those market rates, the Company should be compensated for the

rate decreases and rate freeze that were part of that Settlement

Agreement. This issue was thoroughly vetted in the hearing in Docket No.

E-01933A-05-0650, and none of the parties to that docket, other than

TEP, agreed with this interpretation of the 1999 Settlement Agreement.

No Commission decision was rendered on this issue in Docket No. E-

17 01933A-05-0650, but the matter was consolidated with the instant docket.

18

19

RUCO's position on this issue has not changed since that hearing, and

RUCO refers the reader to the testimonies filed in that docket for a full

20 record of the parties' positions. Further, the rate decreases that TEP

21 implemented in 1999 and 2000 were merely reaffirmed in the 1999

Q.
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Settlement Agreement and had actually been previously authorized by the

Commission in Decision No. 61104, dated August 28, 1998

4 Setting aside the disagreement on whether the 1999 Settlement

7 A

Agreement granted TEP market rates in 2009, do you agree with the

Company's quantification of this so called "regulatory asset"'?

No. The Company claims that this so called "regulatory asset" has a value

of $788 million as of May 2008 which will increase to $921 million by

December 2006? This amount is based on the $111 million annual

revenue deficiency that the Company claimed in its 2004 Rate Check

accumulated through 2008, plus interest and return

13 Did the Commission issue a decision on the 2004 Rate Check and make a

14

15

16

17

18

19

20

finding of fair value and a revenue deficiency amount?

No. The terms of the Settlement Agreement provided that the Rate Check

was to be filed in June 2004 to ensure that TEP was not overeating as a

result of the stranded cost recovery estimates in the Settlement

Agreement. According to Decision No. 62103 the 2004 Rate Check could

only result in a rate decrease, not a rate increase. None of the parties to

the 2004 Rate Check found that TEP was overearning, thus the question

21

22

of a rate decrease was moot. Because any rate increase was precluded

under the 1999 Settlement Agreement, no hearings were held and there

Decision No. 61104 authorized a settlement agreement between TEP, Staff, RUCO, and other
interveners in TEP's Application for implementation of a Shared-Savings Proposal.

B

A.

Q.

Q.
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was no Commission finding of fair value or any specific revenue

deficiency

4 Q

6 A

So the $111 million revenue deficiency that forms the basis of TEP's

proposed TCRA is not a finding of the Commission?

No. The $111 million is merely the amount of deficiency that TEP

The

11

12

represented in its filing, which was comprised of a large number of

proforma adjustments, with which the parties in large part disagreed

RUCO represented the deficiency was approximately $30 million, Staff

calculated a revenue deficiency of approximately $66 million.

Commission never established a revenue deficiency in any amount since

it issued no decision in the 2004 Rate Check, thus, there is no basis of

13 TEP's claim of an annual $111 million "harm" it has born since the Rate

14 Check.

15

16

17

18

So RUCO disagrees with TEP regarding the existence and justification of

a "regulatory asset" as well as to the amount of the so-called "regulatory

asset"?

19 Yes. RUCO recommends the Company proposed TCRA be rejected for

20 the above discussed reasons as well as those set forth in RUCO's

21 testimony and briefs filed in Docket No. E-01933A_05_0650.

22

A.

Q.
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1 True-up Revenues

2

3 A

What does TEP mean by the term "true-up revenues"'?

In the 1999 Settlement Agreement, TEP was permitted to collect a portion

of its stranded costs through a fixed Competitive Transition Charge

("CTC"). The Settlement Agreement provided that TEP would collect the

ired CTC of 0.93 cents/kWh (average), until it had collected $450 million

or through the end of 2008, which ever occurred first. At that time. the

fixed CTC would terminate. In 2007, TEP projected that it would meet the

$450 million target in early 2008. However, in Decision No. 69568. the

Commission permitted TEP to continue collecting the fixed CTC until

further order of the Commission, and instructed that the amount of fixed

CTC that TEP collects above the $450 million target would be considered

True Up Revenue" and would be subject to refund, credit or another

mechanism to protect customers

15

16 Has TEP proposed a method of refunding or crediting customers

17 with the true-up revenue?

18 Yes. TEP proposes a slightly lower TCRA than it otherwise

19 believes it is entitled to in recognition of the true-up revenue.

20

21

22

23

A.

Q.

Q.
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1 Does RUCO believe that is an appropriate method to compensate

customers for their overpayment of the Fixed CTC?

3 A No. As discussed above, RUCO does not believe TEP is entitled to

a TCRA in any amount. Therefore, RUCO proposes that the true

up revenue be credited back to customers through a different

mechanism

8 What is RUCO's recommended mechanism to refund the over

collection?

10 A RUCO recommends that customers receive bill credits, based on

their individual usage during the over collection period. Until the

magnitude of the over collections is actually known, an appropriate

refunding period cannot be determined

15 Q Does this conclude your direct testimony

16 A Yes

Q.

Q.
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APPENDIX I

Qualifications of Maryiee Diaz Cortez

EDUCATION University of Michigan, Dearborn
B.S.A., Accounting 1989

CERTIFICATION: Certified Public Accountant - Michigan
Certified public Accountant - Arizona

EXPERIENCE Audit Manager
Residential Utility Consumer Office
Phoenix. Arizona 85007
July 1994 - Present

Responsibilities include the audit, review and analysis of
public utility companies. Prepare written testimony
schedules, financial statements and spreadsheet models
and analyses. Testify and stand cross-examination before
Arizona Corporation Commission. Advise and work with
outside consultants. Work with attorneys to achieve a
coordination between technical issues and policy and legal
concerns. Supervise, teach, provide guidance and review
the work of subordinate accounting staff

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona 85004
October 1992 - June 1994

Responsibilities included the audit, review and analysis of
public utility companies. Prepare written testimony and
exhibits. Testify and stand cross-examination before Arizona
Corporation Commission. Extensive use of Lotus 123,
spreadsheet modeling and financial statement analysis.

Auditor/Regulatory Analyst
Larkin 8< Associates - Certified Public Accountants
Livonia, Michigan
August 1989 - October 1992

Performed on-site audits and regulatory reviews of public
utility companies including gas, electric, telephone, water
and sewer throughout the continental United States.



Prepared integrated proforma financial statements and rate
models for some of the largest public utilities in the United
States. Rate models consisted of anywhere from twenty to
one hundred fully integrated schedules. Analyzed financial
statements, accounting detail, and identified and developed
rate case issues based on this analysis. Prepared written
testimony, reports, and briefs. Worked closely with outside
legal counsel to achieve coordination of technical accounting
issues with policy, procedural and legal concerns. Provided
technical assistance to legal counsel at hearings and
depositions. Served in a teaching and supervisory capacity
to junior members of the firm

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No Client

Potomac Electric Power Co Formal Case No. 889 Peoples Counsel
of District of
Columbia

Puget Sound Power & Light Co Cause No. U-89-2688-T U.S. Department
of Defense - Navy

Northwestern Bell-Minnesota P-421/EI-89-860 Minnesota
Department
of Public Service

Florida Power & Light Co. 890319-EI Florida Office of
Public Counsel

Gulf Power Company 890324-EI Florida Office of
Public Counsel

Consumers Power Company Case No. U-9372 Michigan Coalition
Against Unfair
Utility Practices

Equitable Gas Company R-911966 Pennsylvania
Public Utilities
Commission

Gulf Power Company 891345-EI Florida Office of
Public Counsel

2



Utility Company Docket No Client

Jersey Central Power & Light ER881109RJ New Jersey
Department of
Public Advocate
Division of Rate
Counsel

Green Mountain Power Corp 5428 Vermont
Department
of Public Service

Systems Energy Resources ER89-678-000 &
EL90-16-000

Mississippi Public
Service
Commission

9165 City of EI PasoEI Paso Electric Company

Long Island Lighting Co 90-E-1185 New York
Consumer
Protection Board

Pennsylvania Gas & Water Co R-911966 Pennsylvania
Office of
Consumer
Advocate

Southern States Utilities 900329-WS Florida Office of
Public Counsel

Central Vermont Public Service Co 5491 Vermont
Department
of Public Service

Case No. U-9499 City of NoviDetroit Edison Company

Systems Energy Resources FA-89-28-000 Mississippi Public
Service
Commission

Green Mountain Power Corp 5532 Vermont
Department
of Public Service

3



Utility Company Docket No Client

United Cities Gas Company 176-717-U Kansas
Corporation
Commission

General Development Utilities 911030-WS &
911067-WS

Florida Office of
Public Counsel

Hawaiian Electric Company 6998 U.S. Department
of Defense - Navy

Indiana Gas Company Cause No. 39353 Indiana Office of
Consumer
Counselor

Pennsylvania American Water Co R-00922428 Pennsylvania
Office of
Consumer
Advocate

Wheeling Power Co Case No. 90-243-E-42T West Virginia
Public Service
Commission
Consumer
Advocate
Division

Jersey Central Power & Light Co EM89110888 New Jersey
Department
of Public Advocate
Division of Rate
Counsel

Golden Shores Water Co. U-1815-92-200 Residential Utility
Consumer Office

Consolidated Water Utilities E-1009-92-135 Residential Utility
Consumer Office

Sulphur Springs Valley
Electric Cooperative

U-1575-Q2-220 Residential Utility
Consumer Office

North Mohave Valley
Corporation

U-2259-92-318 Residential Utility
Consumer Office

4
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utility Company Docket No Client

Graham County Electric
Cooperative

U-1749-92-298 Residential Utility
Consumer Office

Graham County Utilities U-2527-92-303 Residential Utility
Consumer Office

Consolidated Water Utilities E-1009-93-110 Residential Utility
Consumer Office

Litchfield Park Service Co U-1427-93-156 &
U-1428-93-156

Residential Utility
Consumer Office

Pima Utility Company U-2199-93-221 &
U-2199-93-222

Residential Utility
Consumer Office

Arizona Public Service Co U-1345-94-306 Residential Utility
Consumer Office

Paradise Valley Water U-1303-94-182 Residential Utility
Consumer Office

Paradise Valley Water U-1303-94-310 &
U-1303-94-401

Residential Utility
Consumer Office

Pima Utility Company U-2199-94-439 Residential Utility
Consumer Office

SaddleBrooke Development Co. U-2492-94-448 Residential Utility
Consumer Office

Boulders Carefree Sewer Corp. U-2361-95-007 Residential Utility
Consumer Office

Rio Rico Utilitie s U-2676-95-262 Residential Utility
Consumer Office

Rancho Vistoso Water U-2342-95-334 Residential Utility
Consumer Office

Arizona Public Service Co. U-1345-95-491 Residential Utility
Consumer Office

Citizens Utilities Co. E-1032-95-473 Residential Utility
Consumer Office

5



Utility Company Docket No Client

Citizens Utilities Co E-1032-95-417 et al Residential Utility
Consumer Office

Paradise Valley Water U-1303-96-283 &
U-1303-95-493

Residential Utility
Consumer Office

Far West Water U-2073-96-531 Residential Utility
Consumer Office

Southwest Gas Corporation U~1551-96-596 Residential Utility
Consumer Office

Arizona Telephone Company T-2063A-97-329 Residential Utility
Consumer Office

Far West Water Rehearing W-0273A-96-0531 Residential Utility
Consumer Office

SaddleBrooke Utility Company W-02849A-97-0-83 Residential Utility
Consumer Office

Vail Water Company W-01651A-97-0539 &
W-01651 B-97-0676

Residential Utility
Consumer Office

Black Mountain Gas Company &
Northern States Power Company

G-01970A-98-0017 &
G-03493A-98-0017

Residential Utility
Consumer Office

Paradise Valley Water Company &
Mummy Mountain Water Company

W-01303A-98-0678 &
W-01342A-98-0678

Residential Utility
Consumer Office

Bermuda Water Company W-01812A-98-0390 Residential Utility
Consumer Office

Bella Vista Water Company 8;
Nicksville Water Company

W-02465A-98-0458 &
W-01602A-98-0458

Residential Utility
Consumer Office

Paradise Valley Water Company W-01303A-98-0507 Residential Utility
Consumer Office

Pima Utility Company SW-02199A-98-0578 Residential utility
Consumer Office

Far West Water & Sewer Company WS-03478A-99-0144
Interim Rates

Residential Utility
Consumer Office

6



utility Company Docket No Clie n t

Vail Water Company W-01651 B-99-0355
Interim Rates

Residential Utility
Consumer Office

Far West Water 81 Sewer Company WS-03478A-99-0144 Residential Utility
Consumer Office

Sun City Water and Sun City West W-01656A-98-0577 &
SW-02334A-98-0577

Residential Utility
Consumer Office

Southwest Gas Corporation &
CNEOK. Inc

G-01551A-99-0112 &
G-03713A-99-0112

Residential Utility
Consumer Office

Table Top Telephone T-02724A-99-0595 Residential Utility
Consumer Office

U S West Communications &
Citizens Utilities Company

T-01051 B-99-0737 &
T-01954B-99-0737

Residential Utility
Consumer Office

Citizens Utilities Company E-01032C-98-0474 Residential Utility
Consumer Office

Southwest Gas Corporation G-01551A-00-0309 &
G-01551A-00-0127

Residential Utility
Consumer Office

Southwestern Telephone Company T-01072B-00-0379 Residential Utility
Consumer Office

Arizona Water Company W-01445A-00-0_62 Residential Utility
Consumer Office

Litchfield Park Service Company W-01427A-01-0487 &
SW-01428A-01-0487

Residential Utility
Consumer Office

Bella Vista Water Co., Inc. W~02465A-01-0776 Residential Utility
Consumer Office

Generic Proceedings Concerning
Electric Restructuring issues

E-00000A-02-0051 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-02-0707 Residential Utility
Consumer Office

Qwest Corporation RT-00000F-02-0271 Residential Utility
Consumer Office

7



Utility Company Docket No Client

Arizona Public Service Company E-01345A-02-0403 Residential Utility
Consumer Office

Citizens/UniSource G-01032A-02-0598
E-010320_00-0751
E-01933A-02-0914
E-01302C-02-0914
G-013020-02-0914

Residential Utility
Consumer Office

Arizona-American Water Company WS-01303A-02-0867 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-03-0437 Residential Utility
Consumer Office

UniSource E-04230A-03-0933 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-04-0407 Residential Utility
Consumer Office

Qwest Corporation T-01051 B-03-0454 &
T-00000D-00-0672

Residential Utility
Consumer Office

Tucson Electric Power Company E-01933A-04-0408 Residential Utility
Consumer Office

Arizona-American Water Company W-1303A-05-0280 Residential Utility
Consumer Office

Southwest Gas Corporation G-01551 A-04-0876 Residential Utility
Consumer Office

Arizona-American Water Company W-1303A-05-0405 Residential Utility
Consumer Office

Arizona-American Water Company W-1303A-05-0718 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-06-0009 Residential Utility
Consumer Office

Black Mountain Sewer Corporation SW-02361A-05-0657 Residential Utility
Consumer Office

8



Utility Company Docket No Client

Arizona Public Service Company E-01345A-05-0816 Residential Utility
Consumer Office

Arizona-American Water Company WS-1303A-06-0014 Residential Utility
Consumer Office

Tucson Electric Power Company E-01933A-05-0650 Residential Utility
Consumer Office

UNS Gas. Inc G-04204A-06-0463 et al Residential Utility
Consumer Office

UNS Electric. Inc E-04204A-06-0783 Residential Utility
Consumer Office

Arizona-American Water Company WS-1303A-06-0491 Residential Utility
Consumer Office

Arizona-American Water Company W-1303A-07-0209 Residential Utility
Consumer Qffjgg
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TUCSON ELECTRIC POWER COMPANY'S
SUPPLEMENTAL RESPONSES TO

RUck's. THIRD' SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al

January 4,2008

3.14 Please provide an estimate of the revenue to be obtained by the new late
payment fees by each customer class of service

RESPONSE In the process of compiling this response it was discovered that the late
payment fees adjustment proposed by the Company contains errors. The
Company is attempting to compile the revised adjustment, which will
impact the response to this question. The Company will.. provide the
revised adjustment and the response to this question subsequently

RESPONDENT: Dallas Dukes

WITNESS D. Bentley Erdwurrn

SUPPLEMENTAL
RESPONSE The pro forma adjustment "Misc Service Revenues - Service & Late Fees

contained an error and has been revised. The original adjustment was an
increase to test year revenues of $1,308,077. That amount should be
revised to $2.469.342. Please see RUCO 3.14 on the enclosed CD for the
workpaper for the revised adjustment.. The original "estimate" of new late
fee revenue has increased from $363.721 to $l~524986. TEP estimates
that the new late fee revenue will be obtained by each customer class of
service as such

g

Residential

Commercial -

Industrial -

Other/ Public Authority In

36%

13%

22%

29% E
i

The Excel file on the enclosed CD isnot identified by Bates numbers.

RESPONDENT: Dallas Dukes

WITNES S : D. Bentley Erdwurm

c





ATTACHMENT MDC-B



TUCS ON ELECTRIC P OWER c o m p An y 's
RESPONSES TO

Ru (jQ'g  EIGHTH S ET OF DATA REQUES TS
DOCKET n o . E-01933A-07-0402 e t a l

December 17. 2007

Generation
information

For each year 2004 - 2007 please provide the following

a) The percentage of the total annual electricity generated that was
generated by each fuel source (i.e. coal, gas, nuclear, etc.)

b ) The total annual mph produced by each fuel source, and

The average annual price per mph produced for each fuel source

RESPONSE Please .see the percentage of the total annual electricity generated
by each fuel source (i.e., coal, gas, nuclear, etc.) for the years 2004

2007 below

Punch cs

100%

Please see the total annual MWh produced by each fuel source for
the years 2004 - 2007 below

1008940g00

432.600

10_847000

36aooo

10.99.000

850,000

8.)63.000

841 000

Solar

Purchases L3

12.656,000

as

1,639,800

12 .863 .UGO

L707_00(9

1 3 5 2 8 . % 0 \0.782.®06



TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO

RUCO'S EIGHTH SET OF DATA REQUESTS
DOCKET no. E-0I933A-07-0402 et al

December 17,2007

Please see the average annual price per MWhproduced for each
fuel source for the years 2004 - 2007 below

s 16.43 S 17.52 s 17.79 $ 19.36Coal

Gas

Purchases

Average

Total $ 2261 S 27.77 $26.11 $31.09

RESPONDENT Kevin Battaglia

WITNESS David Hutchins

3
I
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TUCSON ELECTRIC POWER COMPANY

DOCKET no. 01933A-07-0402

TABLE QE_CQNIELI_TS TO scHEduLEs_mp_c

SCHEDULE #

OPERATING ADJ#15 - BAD DEBT EXPENSE

OPERATING ADJ #16 - NAVAJO COAL



11-

520,078

TUCSON ELECTRIC POWER COMPANY
TEST YEAR ENDED DECEMBER 31. 2006
OPERATING ADJ#15 _ BAD DEBT EXPENSE

DOCKET no. 01933A-07-0402
SCHEDULE MDC-1

LINE
DESCRIPTION

NET SALES

MISCELLANEOUS REVENUES

SUBTOTAL

REVENUE ANNUALIZATION

WEATHER NORMALIZATION

SERVICE & LATE FEES

TOTAL REVENUES

BAD DEBT % WRTITE-OFF

BAD DEBT EXPENSE

BAD DEBT EXPENSE PER TEP

AMOUNT

$774,470.361

2.780.909

777.251 .270

5.044.631

4.572.055

1.308.077

788. 175.033

0.250069

1.970.913

2,490.991

REFERENCE

STF 1.85

STF 1.85

LINE 1 + LINE 2

STF 1.85

STF 1.85

STF 1.85

STF 1.85

STF 1.85

LINE 7 X LINE 8

COMPANY W/P

ADJUSTMENT L|NE9- LINE 10



TUCSON ELECTRIC POWER COMPANY
TEST YEAR ENDED DECEMBER 31 . 2006
OPERATING ADJ #16 - NAVAJO COAL

DOCKET no. 01933A-07-0402
SCHEDULE MDC-2

LINE

1

2

3

4

5

6

7

DESCRIPTION

TN COST PER TON OF NAVAJO COAL

ACTUAL 2007 COST PER TON

INCREASE IN COAL COST

T/Y TONS

PROFORMA COST INCREASE

PROFORMA COST INCREASE PER COMPANY

ADJUSTMENT

AMOUNT

$30.23

31 .28

1.05

557.871

585.765

2.780.000

REFERENCE

RUCO DR# 2.9

RUCO DR#2.10

LINE 2 - LINE 1

RUCO DR#2.9

LINE 3 x LINE 4

COMPANY SCHEDULE C-2

LINE 5 - LINE 6



TUCSON ELECTRIC POWER COMPANY
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Tucson Electric Power Company
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Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1 INTRODUCTION

2 Q

3 A

Please state your name, occupation, and business address

My Name is William A. Rigsby. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1 t10 W

Washington, Suite 220, Phoenix, Arizona 85007

7 Q

9 A

11

12

13

14

15

16

17

18

19

20

Please describe your qualifications in the field of utility regulation and your

educational background

I have been involved with utility regulation in Arizona since 1994. During

that period of time I have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

l hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. I have also been

awarded the professional designation, Certified Rate of Return Analyst

("CRRA") by the Society of Utility and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix I, which

is attached to this testimony, further describes my educational background

and also includes a list of the rate cases and regulatory matters that I have

21 been involved with.

22

23

1



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2 A

What is the purpose of your testimony

The purpose of my testimony is to present recommendations that are

based on my analysis of Tucson Electric Power Company's ("TEP" or "the

Company") application for a permanent rate increase ("Application") for

the Company's electric service operations in Southern Arizona. TEP filed

the Application with the ACC on July 2, 2007. The Company has chosen

the calendar year ended December 31, 2006 for the test year in this

proceeding

10

11

Briefly describe TEP.

TEP is based in Tucson, Arizona and is the second largest investor-owned

12

13

electric utility in the state of Arizona. The Company provides electric

generation, transmission and distribution services to customers in and

14

15

16

around the Tucson metropolitan area in Pima County. TEP is a wholly

owned subsidiary of UniSource Energy Corporation ("UniSource" or

"Parent"), an Arizona corporation, also based in Tucson, that is publicly

17 traded on the New York Stock Exchange ("nosE">' UniSource also

18

19

20

21

provides natural gas and electric distribution services through two other

Arizona subsidiaries: UNS Gas, Inc. ("UNS Gas"), which serves customers

in Northern Arizona and Santa Cruz County, and UNS Electric, Inc. ("UNS

Electric"), which serves customers in Mohave and Santa Cruz Counties.

22

1 NYSE ticker symbol UNS.

A.

Q.

Q.

2



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1 Please explain your role in RUCO's analysis of TEP's Application

2 A I reviewed TEP's Application and performed a cost of capital analysis to

determine a fair rate of return on the Company's invested capital. In

addition to my recommended capital structure, my direct testimony will

present my recommended costs of common equity and my recommended

cost of debt (the Company has no preferred stock) The

recommendations contained in this testimony are based on information

8 obtained from Company responses to data requests, the Company's

9 Application and from market-based research that I conducted during my

10 analysis.

11

12 Is this your first case involving UniSource or TEP'?

13 No. In 2003 I was involved with UniSource's acquisition of the gas and

14 electric assets of Citizens' Utilities Company. The aforementioned UNS

15 Gas and UNS Electric subsidiaries of UniSource were the result of that

16 acquisition. During 2005 I provided cost of capital recommendations on

17 TEP's general rate case information filing.2 The filing was required under

18 the 1999 TEP settlement agreement, approved in Decision No. 62103,

19 and served as a rate check on the Company.3 More recently I testified on

2 E-01933A-04-0408

Decision No. 62103 resolved pending litigation on the Commission's Retail Electric Competition
Rules and provided TEP with the opportunity to recover stranded costs associated with electric
restructuring. The decision also implemented two rate reductions and froze the Company's rates
through 2008. TEP entered into the settlement agreement on June 9, 1999 with RUCO,
members of Arizonans for Electric Choice and Competition, and the Arizona Community Action
Association.

3

A.

Q.

Q.

3
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Tucson Electric Power Company
Docket No. E-01933A-07-0402

cost of capital issues in rate case proceedings that involved both UNS

Gas'* and UNS Electric

4

6 A

Were you also responsible for conducting an analysis on the Company

proposed revenue level, rate base and rate design?

No. RUCO Chief of Accounting and Rates Marylee Diaz Cortez, CPA and

RUCO analyst Rodney L. Moore will provide testimony on the revenue

and rate base aspects of the Company's Application. In addition to

RUCO's in-house staff, RUCO has also retained the services of two

outside consultants. Glen Gregory, of Garrett Group, LLC, will testify on

RUCO's rate design and cost of service recommendations and Ben

Johnson, Ph.D. of Ben Johnson Associates, will present RUCO's positions

on the various competitive scenarios that TEP is proposing in this case

15

16 A

What areas will you address in your testimony

I will address the cost of capital issues associated with the case

18 Q

19 A

Please identify the exhibits that you are sponsoring

I am sponsoring Schedules WAR-1 through WAR-9

21

4 Docket No. G-04204A»06-0463

5 Docket No. E-04204A-06-0783

Q.

Q.

4



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

2 Briefly summarize how your cost of capital testimony is organized

My cost of capital testimony is organized into seven sections. First, the

introduction I have just presented and second, the summary of my

testimony that I am about to give. Third, I will present the findings of my

cost of equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past

and are the methodologies that the ACC has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this second section I will also provide a brief overview of

Fourth, I willthe current economic climate that TEP is operating in.

Fi fth, I wi l l  compare my

recommended capital structure with the Company-proposed capital

structure. Sixth, I will explain my weighted cost of capital recommendation

discuss my recommended cost of debt.

and seventh, I will comment on TEP' cost of capital testimony. Schedules

WAR-1 through WAR-9 will provide support for my cost of capital analysis

Please summarize the recommendations and adjustments that you will

address in your testimony

Based on the results of my analysis of TEP, I am making the following

Q.

recommendations



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

Cost of Equitv Capital - I am recommending a 9.44 percent cost of equity

capital. This 9.44 percent figure is based on the results that I obtained in

my cost of equity analysis, which employed both the DCF and CAPM

methodologies

Cost of Debt I am recommending that the Commission adopt the

7

8

Company-proposed 6.39 percent cost of long-term debt. This is based on

my review of the costs associated with the various debt instruments

9 issued by TEP to finance the Company's plant-in-service.

10

11 Capital Structure

12

I am recommending that the Company-proposed pro

forma capital structure, which is comprised of 55.0 percent long-term debt

13 and 45.0 percent common equity, be adopted by the Commission.

14

15 Cost of Capital Based on the results of my recommended capital

16

17

18

19

structure, cost of common equity, and cost of debt analyses, I am

recommending a 7.76 percent cost of capital for TEP. This figure

represents the weighted cost of my recommended cost of common equity

and my recommended costs of short and long-term debt.

20

21

22

6
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1

3 A

6

7

8

9

10

11

12

13

Why do you believe that your recommended 7.76 percent cost of capital is

an appropriate rate of return for TEP to earn on its invested capital?

The 7.76 percent cost of capital figure that I have recommended meets

the criteria established in the landmark Supreme Court cases of Blue field

Water Works 8¢ Improvement Co. v. Public Service Commission of West

Virginia (262 U.S. 679, 1923) and Federal Power Commission v. Hope

Natural Gas Company (320 U.S. 391, 1944). Simply stated, these two

cases affirmed that a public utility that is efficiently and economically

managed is entitled to a return on investment that instills confidence in its

financial soundness, allows the utility to attract capital, and also allows the

utility to perform its duty to provide service to ratepayers, The rate of

return adopted for the utility should also be comparable to a return that

investors would expect to receive from investments with similar risk.

14

15

16

17

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations

18 and provide its shareholders with an adequate rate of return will not

19 continue to supply adequate public utility service to ratepayers.

20

21

22

Q.

7
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1 Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

with the opportunity to earn a reasonable rate of return on its investment

That is to say that a utility, such as TEP, is provided with the opportunity to

earn an appropriate rate of return i f the Company's management

exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient

11 COST OF EQUITY CAPITAL

Q.

What is your recommended cost of equity capital for TEP?

Based on the results of my DCF and CAPM analyses, which ranged from

8.63 percent to 11.08 percent for a sample of electric providers, I am

recommending a 9.44 percent cost of equity capital for TEP. My

recommended 9.44 percent figure represents a mean average of the

results of my DCF and CAPM analyses, which utilized a sample of publicly

traded electric companies
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1 Discounted Cash Flow (DCF) Method

2

3

4 A

Please explain the DCF method that you used to estimate TEP's cost of

equity capital

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e

the Gordon model), the professor of finance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash

flows back to their present value is often referred to as the investor's cost

17

18

19

20

21

22

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen)

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the

investing public In order to raise capital, through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

Q.

9
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stock (dividend yield) plus an expected rate of future dividend growth

This is illustrated in mathematical terms by the following formula

k=(D1+P0)+Q

where the required return (cost of equity, equity

capitalization rate)

the dividend yield of a given share of stock

calculated by dividing the expected dividend by

the current market price of the given share of

stock. and

the expected rate of future dividend growth

This formula is the basis for the standard growth valuation model that I

used to determine TEP's cost of equity capital. It is similar to one of the

models used by the Company

In determining the rate of future dividend growth for TEP, what

assumptions did you make?

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

the traditional DCF model's basic underlying assumption that a company's

10
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earnings, dividends, book value and share growth all increase at the same

constant rate of growth into infinity. Given these assumptions, if the

dividend payout ratio remains constant, so does the earnings retention

ratio (the percentage of earnings that are retained by the company as

opposed to being paid out in dividends). This being the case, a

company's dividend growth can be measured by multiplying its retention

ratio (1 - dividend payout ratio) by its book return on equity. This can be

8 stated as g : b x r.

9

10 Would you please provide an example that will illustrate the relationship

11 that earnings, the dividend payout ratio and book value have with dividend

12 growth?

13 RUCO consultant Stephen Hill illustrated this relationship in a Citizens

14 Utilities Company 1993 rate case by using a hypothetical utiIity.6

15

16

17

18

19

20

21

22

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

Dividend/Sh

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Table I

Year 3

$10.82

10%

$1 .082

0.60

$0.649

Year 4

$11 .25

10%

$1 .125

0.60

Growth

4.00%

N/A

4.00%

N/A

$0.675

Year 5

$11 .70

10%

$1 .170

0.60

$0.702 4.00%

23

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony of Stephen G. Hill, dated December 10, 1993, pages 25 - 32.

6

A.

Q.
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Table I of Mr. HilTs illustration presents data for a five-year period on his

hypothetical utility. In Year 1, the utility had a common equity or book

value of $10.00 per share, an investor-expected equity return of ten

percent, and a dividend payout ratio of sixty percent, This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

Year 1. Because forty percent (1 0.60 payout ratio) of the utility's

earnings are retained as opposed to being paid out to investors, book

value increases to $10.40 in Year 2 of Mr. HilTs illustration. Table I

10 presents the results of this continuing scenario over the remaining five-

11

12

13

1 4

year period .

The results displayed in Table I demonstrate that under "steady-state" (i.e.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

15 rate, as discussed earlier, is a function of (1) the internally generated

16

17

funds or earnings that are retained by a company to become new equity,

and (2) the return that an investor earns on that new equity. The DCF

18 b x r, is also referred to as the

19

dividend growth rate, expressed as g

internal or sustainable growth rate.

20

21

22

23

12
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1 Q If earnings and dividends both grow at the same rate as book value

shouldn't that rate be the sole factor in determining the DCF growth rate?

3 A No. Possible changes in the expected rate of return on either common

equity or the dividend payout ratio make earnings and dividend growth by

themselves unreliable. This can be seen in the continuation of Mr. HilTs

illustration on a hypothetical utility

Year 1

$10.00Book Value

Equity Return

Earnings/Sh

Payout Ratio

Dividend/sh

109

Year 5

$12,158

15%

$1 .824$1 .00

0.60

$0.60

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Table II

Year 3

$10.82

15%

$1 .623

0.60

$0.974

Year 4

$11 .47

15%

$1 .720

0.60

$1 .032

0.60

$1 .094

Growth

5.00%

10.679

16.20%

N/A

16.20%

In the example displayed in Table II, a sustainable growth rate of four

percent' exists in Year 1 and Year 2 (as in the prior example). In Year 3

Year 4 and Year 5, however, the sustainable growth rate increases to six

percent.° If the hypothetical utility in Mr. HilTs illustration were expected to

19 earn a fifteen-percent return on common equity on a continuing basis,

20 then a six percent long-term rate of growth would be reasonable.

2 1 However, the compound growth rates for earnings and dividends,

22 displayed in the last column, are 16.20 percent. If this rate were to be

7 [ ( Year 2 Earnings/Sh
$1.00 ] = [ $0.04 + $1.00 ]

- Year 1 Earnings/Sh )
= 4.00%

Year 1 Earnings/Sh ] = [ ( $1.04 - $1.00 )

8 [( 1 - Payout Ratio ) x Rate of Return ] = [( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 0.00%

13
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1 used in the DCF model, the utility's return on common equity would be

2 expected to increase by fifty percent every five years, [(15 percent 10

3

4

5

6

7

8

percent) - 1]. This is clearly an unrealistic expectation.

Although it is not illustrated in Mr. HilTs hypothetical example, a change

only in the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it is not uncommon for a utility in

the real world to have a dividend payout ratio that exceeds one hundred

percent on occasion, it would be unrealistic to expect the practice to

9 continue over a sustained long-term period of time.

10

11

12

13

Other than the retention of internally generated funds, as illustrated in Mr.

Hill's hypothetical example, are there any other sources of new equity

capital that can influence an investor's growth expectations for a given

14 company?

15 The  be s t

16

17

18

19

Yes, a company can raise new equity capital externally.

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case with utilities that are either in the process of acquiring smaller

systems or providing service to rapidly growing areas.

20

21

22

23

Q.

A.

14
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1 How does external equity financing influence the growth expectations held

3 A

6

7 base).

8

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Because regulators allow utilities the opportunity to earn a

reasonable rate of return on rate base, an investor would take into

9 consideration the effect that a change in book value would have on the

10

11

12

rate of return that he or she would expect the utility to earn. If an investor

believes that a utility's book value (i.e. the utility's earning base) will

increase, then he or she would expect the return on the utility's common

13

14

15

stock to increase. If this positive trend in book value continues over an

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth.

16

17

18

19

20

21

Please provide an example of how external financing affects a utility's

book value of equity.

As l explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If these new

shares are purchased at prices that are higher than those shares sold

22 previously, the utility's book value per share will increase in value. This

23 would increase both the earnings base of the utility and the earnings

A.

Q.

Q.

15
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1

2

expectations of investors. However, if new shares sold at a price below

the pre-sale book value per share, the after-sale book value per share

declines in value. If this downward trend continues over time, investors3

4

5

6

7

8

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

value per share, there would be no impact on either the utility's earnings

base or investor expectations.

9

10

11

Please explain how the external component of the DCF growth rate is

determined.

12

13

14

In his book, The Cost of Capital to a Public Utility,9 Dr. Gordon (the

individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

15 The mathematical expression for Dr.

16

external financing components.

Gordon's growth rate is as follows:

17

18

19 where: g

b20

Q = ( br ) + ( av )

DCF expected growth rate,

the earnings retention ratio,

21 r the return on common equity,

22 S the fraction of new common stock sold that

g Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, Ml: Michigan State
University, 1974, pp, 30-33.

Q.

A.

16
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accrues to a current shareholder. and

funds raised from the sale of stock as a fraction

and

where

of existing equity

1-i(Bv)+(Mp>1

book value per share of common stock, and

the market price per share of common stock

8 Q Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?

11

12

13

Yes. The external growth rate estimate (sv) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(Br) to arrive at a final sustainable growth rate estimate.

14

15

16

Please explain why your calculation of external growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

17

18

19

20

21

22

23

the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation).

As a result of this situation, l used [(M + B) + 1] + 2 as opposed to the

current market-to-book ratio by itself to represent investor's expectations

that, in thefuture, a given utility will achieve a market-to-book ratio of 1.0.

A.

A.

Q.

17
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1 Q Has the Commission ever adopted a cost of capital estimate that included

3 A

this assumption?

Yes. In the most recent Southwest Gas Corporation rate caselo, the

Commission adopted the recommendations of ACC Staffs cost of capital

witness, Stephen Hill, who I noted earlier in my testimony. In that case

Mr. Hill used the same methods that l have used in arriving at the inputs

His final recommendation for Southwest Gasfor the DCF model.

Corporation was largely based on the results of his DCF analysis, which

incorporated the same valid market-to-book ratio assumption that l have

used consistently in the DCF model as a cost of capital witness for RUCO

12

13

14

How did you develop your dividend growth rate estimate?

I analyzed data on a proxy group consisting of eight electric utility

companies that have similar operating characteristics to TEP.

15

16

17

Why did you use a proxy group methodology as opposed to a direct

analysis of TEP'?

18

19

20

21

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with TEP itself. Although shares of TEP's parent company,

UniSource, are traded on the NYSE, there is no financial data available on

22 dividends paid on publicly held shares of TEP. Consequently it was

10 Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

A.

A.

Q.

Q.

18



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

necessary to create a proxy by analyzing publicly traded electric

companies with similar risk characteristics

4 Q. Are there any other advantages to the use of a proxy

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope

decision that a utility is entitled to earn a rate of return that is

commensurate with the returns on investments of other firms with

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

10 reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate

13 What criteria did you use in selecting the companies that make up your

14

20

proxy for TEP?

With the exception of two electric companies, I chose the same sample of

electric providers that were used by TEP's cost of capital witness, Samuel

C. Hadaway, Ph. D, All of the electric utility companies in my sample

with the exception of MG Energy Inc., are publicly traded on the NYSE

and are followed by The Value Line investment Survey's ("Value Line")

electric utility (east, central and west) industry segments. MG Energy Inc

is traded on the NASDAQ" which is also a major U.S. stock exchange

Each of the companies in the proxy are engaged in the provision of

National Association of Securities Dealers Automated Quotation system

Q.

19
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regulated electric utility services. Attachment A of my testimony contains

Value Line's most recent evaluation of the regional electric utility proxy

group that I used for my cost of common equity analysis

5 What companies are included your proxy

Schedule WAR-2 lists the twenty-six electric service providers included in

my proxy and their NYSE/NASDAQ ticker symbols

9

10

Did the Company's witness also perform a similar analysis using electric

utility companies?

Yes. As I noted earlier, the Company's witness, Dr. Had away, performed

a similar analysis that used all but two of the publicly traded electric utility

companies included in my sample

15 What two electric companies did you exclude from your sample?

My sample excludes Energy East Corporation (NYSE symbol EAS), and

Puget Energy, Inc. (NYSE symbol PSD)

19

20

Why did you exclude these two electric service providers from your

sample?

Both of these electric service providers have accepted takeover offers

from other firms. On November 20, 2007, Energy East Corporation

shareholders agreed to be acquired by Iberdrola, S.A., a large utility

Q.

Q.

Q.

Q.

20
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holding company based in Spain. Puget Energy, Inc. announced the

acceptance of an offer from a consortium formed by Macquarie

Infrastructure Partners and Diversified Utility and Energy Trusts on

October 26, 2007. Because the stock prices of these two companies are

now being driven by the offers of their respective buyers, they are no

longer suitable for my sample of electric providers

8

9

10 A

Please explain your DCF growth rate calculations for the sample

companies used in your proxy

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of the utilities included in the

sample for the historical observation period 2002 to 2006. Schedule

16

WAR-5 also includes Value Line's projected 2007, 2008 and 2010-12

values for the retention ratio, return on book equity, book value per share

growth rate, and number of shares outstanding for the electric utility

17 companies in my sample.

18

19

20

21

22

23

Please describe how you used the information displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, I will use Hawaiian Electric Industries, Inc.,

(NYSE symbol HE) as an example. The first dividend growth component

that I evaluated was the internal growth rate. I used the "b x r" formula

A.

Q.

Q.

21
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(described on pages 9 and 10 of my testimony) to multiply HE's earned

return on common equity by its earnings retention ratio for each year in

the 2002 to 2006 observation period to derive the utility's annual internal

growth rates. I used the mean average of this five-year period as a

benchmark against which I compared the projected growth rate trends

provided by Value Line.

influenced by recent growth trends, as opposed to historical averages, the

Because an investor is more l ikely to be

five-year mean noted earlier was used only as a benchmark figure. As

shown on Schedule WAR-5, Page 1, HE's sustainable internal growth rate

ranged from 2.65% in 2002 to 0.67% in 2006. The company's growth

rates experienced a decl ining pattern during the majori ty of the

observation period, which resulted in a 1.58 percent average over the

2002 to 2006 time frame. Value Line's analysts are forecasting a negative

retention ratio for 2007 before HE's sustainable growth rate falls to 0.07%

during 2008. Value Line's analysts are also projecting that the declining

trend will reverse and expects a sustainable growth rate of 1.91% during

the 2010-12 period. Value Line has also revised its book value growth

projection upward from negative 1.00% in November 2007 to negative

Based on the aforementioned projections and estimates, I believe

that a 1.75% rate of internal sustainable growth is reasonable for HE

22
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1 Q Please continue with the external growth rate component portion of your

3 A

5

6

7

8

9

analysis

Schedule WAR-5 demonstrates that HE's share growth averaged 2.56%

over the 2002 - 2006 observation period. However, Value Line expects

future outstanding shares to increase modestly from 83.50 million in 2006

to 87.00 million by the end of 2012. Taking this data into consideration, I

am estimating a 2.00 percent rate of share growth for HE.

My final dividend growth rate estimate for HE is 2.41 percent (1 .75 percent

internal + 0.66 percent external) and is shown on Page 1 of Schedule

10 WAR-4.

11

12

13

14

15

What is your average dividend growth rate estimate using the DCF model

for the sample electric utilities?

Based on the DCF model, my average dividend growth rate estimate is

4.30 percent, which is also displayed on page 1 of Schedule WAR-4.

16

17

18

19

20

21

22

23

How do your average dividend growth rate estimates compare with the

growth rate data published by Value Line and other analysts?

As can be seen in Schedule WAR-6, my 4.30 percent estimate is 133

basis points higher than the 2.97 percent average of Value Line's and

Zacks investment Research's ("Zacks") projected and historic averages of

earnings per share, dividends per share and book value per share. My

4.30 percent estimate is also 223 basis points higher than Value Line's

A.

A.

Q.

Q.

23
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2.07 percent 5-year historic compound history. Both the Value Line and

Zacks earnings projections (Attachment B) indicate that investors are

expecting increased performance from electric utility companies in the

future. Based on the information presented in Schedule WAR-6, I would

say that my 4.30 percent estimate, which is very close to Value Line's

projected growth estimate (also based on an average of earnings per

share, dividends per share and book value per share) is a fair

representation of the growth projections presented by securities analysts

at this point in time

11 Q

12 A

14

15

16

17

18

19

How did you calculate the dividend yields displayed in Schedule WAR-3?

I used the estimated annual dividends, for the next twelve-month period

that appeared in Value Line's most recent (i .e. February 8, 2008

December 28, 2007 and November 30, 2007) Ratings and Reports for the

Electric Utility (West, Central and East) Industry updates. l then divided

those figures by the eight-week average price per share of the appropriate

utility's common stock. The eight-week average price is based on the

daily closing stock prices for each of the companies in my proxies for the

period December 10, 2007 to February 8, 2008.

20

21

22

23

24
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Based on the results of your DCF analysis, what is your cost of equity

capital estimate for the electric utilities included in your sample?

As shown in Schedule WAR-2, the cost of equity capital derived from my

DCF analysis is 8.62 percent

6 Capital Asset Pricing Model (CAPM) Method

Please explain the theory behind the capital asset pricing model ("CAPM")

and why you decided to use it as an equity capital valuation method in this

proceeding

CAPM is a mathematical tool that was developed during the early 1960's

by William F. Sharpe", the Tim ken Professor Emeritus of Finance at

Stanford University, who shared the 1990 Nobel Prize in Economics for

research that eventually resulted in the CAPM model. CAPM is used to

analyze the relationships between rates of return on various assets and

risk as measured by beta. In this regard, CAPM can help an investor tolo

determine how much risk is associated with a given investment so that he

or she can decide if that investment meets their individual preferences

Finance theory has always held that as the risk associated with a given

investment increases, so should the expected rate of return on that

William F. Sharpe, "A Simplified Model of Portfolio Analysis," Management Science, Vol. 9, No
2 (January 1963), pp, 277-93

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. it is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market: and if a stock's beta is less than 1.0. its returns are less volatile or riskier than the overall
stock market

25
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investment and vice versa According to CAPM theory, risk can be

classified into two specific forms: nonsystematic or diversifiable risk, and

systematic or non-diversifiable risk. While nonsystematic risk can be

virtually eliminated through diversification (i.e. by including stocks of

5 various companies in various industries in a portfolio of securities),

6 systematic risk, on the other hand, cannot be eliminated by diversification.

7 Thus, systematic risk is the only risk of importance to investors. Simply

8 stated, the underlying theory behind CAPM states that the expected return

9 on a given investment is the sum of a risk-free rate of return plus a market

10 risk premium that is proportional to the systematic (non-diversifiable risk)

11 associated with that investment. In mathematical terms, the formula is as

12 follows:

13

14 k= l'f+[Blrm"rf)]

15 where: k cost of capital of a given security,

16 ff risk-free rate of return,

17 is beta coefficient, a statistical measurement of a

t8 security's systematic risk,

19 rm average market return (e.g. S&P 500), and

20 rm - if market risk premium.

21

22

23

26
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1 What security did you use for a risk-free rate of return in your CAPM

2 analysis?

3 A I used a six-week average on a 91-day Treasury Bill ("T-BiII") rate.'4 This

resulted in a risk-free (rf) rate of return of 2.68 percent

6 Why did you use the short-term T-Bill rate as opposed to the yield on an

7 intermediate 5-year Treasury note or a long-term 30-year Treasury bond?

8 A Because a 91-day T-Bill presents the lowest possible total risk to an

investor As citizens and investors, we would like to believe that U.S

Treasury securities (which are backed by the full faith and credit of the

11 United States Government) pose no threat of default no matter what their

12 maturity dates are. However, a comparison of the historical yields of

13 various Treasury instruments will reveal that those with longer maturity

14

15

dates do have slightly higher yields. Treasury yields are comprised of two

separate components,15 a true rate of interest (believed to be

16 approximately 2.00 percent) and an inflationary expectation. When the

17 true rate of interest is subtracted from the total treasury yield, all that

18 remains is the inflationary expectation. Because increased inflation

19 represents a potential capital loss, or risk, to investors, a higher

20 inflationary expectation by itself represents a degree of risk to an investor.

14 A six-week average was computed for the current rate using 91-day T-Bill quotes listed in
Value Line's Selection and Opinion newsletter from January 11, 2008 to February 15, 2008.

15 As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the true rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.

Q.

Q.
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1

2

Another way of looking at this is from an opportunity cost standpoint.

When an investor locks up funds in long-term T-Bonds, compensation

3 must be provided for future investment opportunities foregone. This is

4 often described as maturity or interest rate risk and it can affect an

5

6

7

8

9

10

11

investor adversely if market rates increase before the instrument matures

(a rise in interest rates would decrease the value of the debt instrument).

As discussed earlier in the DCF portion of my testimony, this

compensation translates into higher rates of returns to the investor. Since

a 91-day T-Bill presents the lowest possible total risk to an investor, it

more closely meets the definition of a risk-free rate of return and is the

more appropriate instrument to use in a CAPM analysis.

12

13

14

15

16

17

18

19

20

21

22

How did you calculate the market risk premium used in your CAPM

analysis?

I used both a geometric and an arithmetic mean of the historical returns on

the S8¢P 500 index from 1926 to 2006 as the proxy for the market rate of

return (rm). The information was obtained from Morningstar's SBBI

Yearbook, which publishes historical data on stock returns, U.S. Treasury

yields and rates of inflation. The risk premium (rm - rf) that results by using

the geometric mean calculation for rm is equal to 7.72 percent (10.40% -

2.68% = 7.72%). The risk premium that results by using the arithmetic

mean calculation for rm is 9.62 percent (12.30% - 2.68% =9.62%).

23

Q.

A.
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1 Q How did you select the beta coefficients that were used in your CAPM

mode l?

3 A

10

11

12

The beta coefficients (6), for the electric utilities used in my proxy, were

calculated by Value Line and were published in the most recent updates

(i.e. February 8, 2008, December 28, 2007 and November 30, 2007) for

the West, Central and East regional electric providers in my sample

Value Line calculates its betas by using a regression analysis between

weekly percentage changes in the market price of the security being

analyzed and weekly percentage changes in the NYSE Composite Index

over a five-year period. The betas are then adjusted by Value Line for

their long-term tendency to converge toward 1.00. The beta coefficients

for the LDC's included in my sample ranged from 0.70 to 1.15 with an

13 average beta of 0.87.

14

15

16

17

18

19

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean for rm results in an average expected return of

9.42 percent. My calculation using an arithmetic mean results in an

average expected return of 11.08 percent.

20

21

22

23

A.

Q.
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1 Q Please summarize the results derived under each of the methodologies

3 A

presented in your testimony

The following is a summary of the cost of equity capital derived under

each methodology used

METHOD RESULTS

DCF

CAPM

8.629

9.42% - 11.08%

Based on these results, my best estimate of an appropriate range for a

cost of common equity for TEP is 8.62 percent to 11.08 percent. My final

recommendation for TEP is 9.44 percent

14 Q How did you arrive at your recommended 9.44 percent cost of common

16 A

equity

My recommended 9.44 percent cost of common equity is the average of

my DCF and CAPM results. The calculation can be seen on Page 3 of

Schedule WAR-1

20

21

22

23

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

Dr. Hadaway is recommending an 11.75 percent cost of equity for TEP's

actual test year capital structure and a 10.75 percent cost of equity for the

24 Company-proposed pro forma (i.e. hypothetical) capital structure. Dr.

A.

Q.
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1

2

3

4

5

Had away's 11.75 percent cost of equity capital, for TEP's actual test year

capital structure, is 231 basis points higher than the 9.44 percent cost of

equity capital that I am recommending. Dr. Had away's 10.75 percent cost

of equity capital, for the Company-proposed pro forma capital structure, is

131 basis points higher than the 9.44 percent cost of equity capital that I

6 am recommending.

7

8 Current Economic Environment

9 Please explain why it is necessary to consider the current economic

10 environment when performing a cost of equity capital analysis for a

11

12

regulated utility.

Consideration of the economic environment is necessary because trends

13

14

15

16

17

18

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

19

20

21

Please discuss your analysis of the current economic environment.

My analysis includes a brief review of the economic events that have

occurred since 1990.22 Schedule WAR-8 displays various economic

Q.

A.

A.

Q.
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indicators and other data that I will refer to during this portion of my

testimony

In 1991, as measured by the most recently revised annual change in

gross domestic product ("GDP"), the U.S. economy experienced a rate of

growth of negative 0.20 percent. This decline in GDP marked the

8

9

beginning of a mild recession that ended sometime before the end of the

first half of 1992. Reacting to this situation, the Federal Reserve Board

("FederaI Reserve" or "Fed"), then chaired by noted economist Alan

Greenspan, lowered its benchmark federal funds rate"8 in an effort to

10 further loosen monetary constraints an action that resulted in lower

11 interest rates.

12

13

14

15

16

During this same period, the nation's major money center banks followed

the Federal Reserve's lead and began lowering their interest rates as well.

By the end of the fourth quarter of 1993, the prime rate (the rate charged

by banks to their best customers) had dropped to 6.00 percent from a

1990 level of 10.01 percent. In addition, the Federal Reserve's discount

17

18

rate on loans to its member banks had fallen to 3.00 percent and short-

term interest rates had declined to levels that had not been seen since

19 1972.

20

16 The interest rate charged by banks with excess reserves at a Federal Reserve district bank to
banks needing overnight loans to meet reserve requirements. The federal funds rate is the most
sensitive indicator of the direction of interest rates, since it is set daily by the market, unlike the
prime rate and the discount rate, which are periodically changed by banks and by the Federal
Reserve Board, respectively.
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Although GDP increased in 1992 and 1993, the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft landing." That is to say that the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

without incurring either a prolonged recession or runaway inflation

10 Did the Federal Reserve achieve its goals during this period?

11 Yes. The Fed's strategy of decreasing interest rates to stimulate the

12 economy worked. The annual change in GDP began an upward trend in

13 1992. A change of 4.50 percent and 4.20 percent were recorded at the

14

15

16

17

18

19

20

21

22

end of 1997 and 1998 respectively. Based on daily reports that were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be little doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. Investors,

who believed that technology stocks and internet company start-ups (with

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance,"

A.

Q.
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1 pushed stock prices and market indexes to all time highs from 1997 to

2000.2

3

4 What has been the state of the economy since 2001?

5

6

7

The U.S. economy entered into a recession near the end of the first

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

8 2000. Economic data released since the beginning of 2001 had already

9

10

11

12

13

14

15

16

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's.

The now infamous terrorist attacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutting actions through December

17 2001 . Prior to the 9/11 attacks, commentators, reporting in both the

18

19

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutting rates in the

20

21

22

23

hope of avoiding a recession.

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the current recession

Q.

A.
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might have bottomed out during the last quarter of 2001

economy persisted. The continuing economic malaise and even fears of

possible deflation prompted the FOMC to make a thirteenth rate cut on

June 25, 2003. The quarter point cut reduced the federal funds rate to

1.00 percent, the lowest level in 45 years

Even though some signs of economic strength, that were mainly attributed

to consumer spending, began to crop UP during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

two-day meeting that ended on January 28, 2004, the FOMC announced

that with inflation 'quite low' and plenty of excess capacity in the

a lackluster

economy, policy-makers 'can be patient in removing its policy

accommodation

17 What actions has the Federal Reserve taken in terms of interest rates

18 since the beginning of 2001?

As noted earlier, from Januan/ 2001 to June 2003 the Federal Reserve cut

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

Wolk, Martin, "Fed holds interest rates steady," MSNBC, January 28, 2004

Q.
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percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent

The FOMC's January 31, 2006 meeting marked the final appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On that same day, Greenspan's successor, Ben

Bernanke, the former chairman of the President's Council of Economic

Advisers and a former Fed governor under Greenspan from 2002 to 2005

was confirmed by the U.S. Senate to be the new Federal Reserve chief

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor left off and increased the federal funds rate by 25 basis

points during each of the next three FOMC meetings for a total of

seventeen consecutive rate increases since June 2004, and raising the

federal funds rate to a level of 5.25 percent. The Fed's rate increase

campaign finally came to a halt at the FOMC meeting held on August 8

2006, when the FOMC decided not to raise rates

What was the reaction in the financial community to the Fed's decision not

to raise interest rates?

As in the past, banks followed the Fed's lead once again and held the

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006
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How did analysts view the Fed's actions between January 2001 and

August 2006?

3

7

8

According to an article that appeared in the December 2, 2004 edition of

The Wall Street Journal, the FOMC's decision to begin raising rates two

years ago was viewed as a move to increase rates from emergency lows

in order to avoid creating an inflation problem in the future as opposed to

slowing down the strengthening economy.'° in other words, the Fed was

trying to head off inflation before it became a problem. During the period

following the August 8, 2006 FOMC meeting, the Fed's decisions not to

raise rates were viewed as a gamble that a slower U.S. economy would

help to cap growing inflationary pressures

12

13

14

Was the Fed attempting to engineer another "soft landing", as it did in the

mid-nineties, by holding interest rates steady

Yes, however, as pointed out in an August 2006 article in The Wall Street

Journal by E.S. Browning, soft landings

managed to pull off during the 1994-95 time frame, in which a recession or

like the one that the Fed

a bear market were avoided - rarely happen"'. Since it began increasing

the federal funds rate in June 2004, the Fed has assured investors that it

McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point," The Wall Street
Journal, September 22, 2004

up, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation,"The Wall Street
Journal Online Edition, August 8, 2006

Browning, E.S, "Not Too Fast, Not Too Slow...,"The Wall Street Journal Online Edition, August
21. 2006

A.

Q.
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1 "measured" pace.

2

3

would increase rates at a Many analysts and

economists interpreted this language to mean that former Chairman

Greenspan would be cautious in increasing interest rates too quickly in

order to avoid what is considered to be one of the Fed's few blunders4

5

6

7

8

9

10

11

12

during Greenspan's tenure - a series of increases in 1994 that caught the

financial markets by surprise after a long period of low rates. The rapid

rise in rates contributed to the bankruptcy of Orange County, California

and the Mexican peso crisis21. According to Mr, Browning, at the time that

his article was published, the hope was that Chairman Bernanke would

succeed in slowing the economy "just enough to prevent serious inflation,

but not enough to choke off growth." In other words, "a 'Goldilocks

economy,' in which growth is not too hot and not too cold."

13

14 Was the Fed's attempt to engineer a soft landing successful during this

15

16

17

18

19

20

21

period?

It would appear so. Articles published in the mainstream financial press

were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition ofThe Washington Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter. Inflation is falling, unemployment is low,

21 Associated Press (AP), "Fed begins debating interest rates" USA Today, June 29, 2004.

Q.

A.
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wages are rising, and the economy, despite continued problems in

housing, is growing at a brisk clip

4

5 A

6

10

11

12

13

14

15

16

17

18

19

20

What has been the state of the economy over the past year?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

worsening situation in the housing market and higher oil prices. The

overall outlook for the economy was one of only moderate growth at best

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

On August 7, 2007, the FOMC decided not to increase or decrease the

federal funds rate for the ninth straight time and left its target rate

unchanged at 5.25 percent." At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

recession were beginning to surface. Within days of the Fed's decision to

stand pat on rates, a borrowing crises, rooted in a deterioration of the

market for U.S. subprime mortgages and securities linked to them, forced

the Fed to inject $24 bil l ion in funds (raised through open market

22 Henderson, Nell, "Bullish on Bernanke"The Washington Post, January 30, 2007.

23 Ip, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth"The Wall Street Journal, August
8, 2007

Q.
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1 operations) into the credit markets.24 By Friday, August 17, 2007, after a

2 turbulent week on Wall Street, the Fed made the decision to lower its
.f

v

3

4

5

discount rate (i.e. the rate charged on direct loans to banks) by 50 basis

points, from 6.25 percent to 5.75 percent, and took steps to encourage

banks to borrow from the Fed's discount window in order to provide

6 liquidity to lenders. According to an article that appeared in the August 18,

7 2007 edition of The Wall Street Journal, 25 the Fed had used all of its tools

8 to restore normalcy to the financial markets. If the markets failed to settle

9 down, the Fed's only weapon left was to cut the Federal Funds rate

10 possibly before the next FOMC meeting scheduled on September 18,

2007.11

12

13 Did the Fed cut rates as a result of the subprime mortgage borrowing

14 crises?

15

16

17

18

19

20

21

Yes. At its regularly scheduled meeting on September 18, 2007, the

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points or 25 basis points more than

what was anticipated. This brought the federal funds rate down to a level

of 4.75 percent. The Feds action was seen as an effort to curb the

aforementioned slowdown in the economy. Over the course of the next

four months, the FOMC reduced the Federal funds rate by a total 175

24 Ip, Greg, "Fed Enters Market To Tamp Down Rate"The Wall Street Journal, August 9, 2007

25 Ip, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises"The Wall
Street Journal, August 9, 2007

Q.

A.
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1

2

3

basis points to its current level of 3.00 percent - mainly as a result of

concerns that the economy was slipping into a recession. This included a

75 basis point reduction that occurred one week prior to the FOMC's last

4 meeting on January 29, 2008.

5

6

7

Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?

8

9

10

Despite the increases (prior to June 2006) by the FOMC, interest rates

and yields on U.S. Treasury instruments are for the most part still at

historically low levels. The Fed's actions have also had the overall effect

11 of reducing the cost of many types of business and consumer loans. As

12

13

14

can be seen in Schedule WAR-8, the previously mentioned federal

discount rate (the rate charged to the Fed's member banks), has fallen to

3.50 percent from 5.73 percent in 2000.

15

16

17

18

19

20

21

22

What has been the trend in other leading interest rates over the last year?

As of February 15, 2008, the leading interest rates have all dropped from

the levels that existed a year ago (Attachment C). The prime rate has

fallen from 8.25 percent a year ago to its current level of 6.00 percent.

The benchmark federal funds rate, just discussed, has decreased from

5.25 percent, in February 2007, to its current level of 3.00 percent (the

result of the Fed's recent series of interest rate cuts described earlier).

23 The yields on several maturities of U.S. Treasury instruments have also

A.

A.

Q.

Q.

41



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

decreased over the past year. A previous trend, described by former

Chairman Greenspan as a "conundrum in which long-term rates fell as

5

6

7

8

9

10

11

12

short-term rates increased, thus creating a somewhat inverted yield curve

that existed as late as June 2007, appears to have ended and a more

traditional yield curve (one where yields increase as maturity dates

lengthen) presently exists (Attachment C). The 91-day T-bill rate, used in

my CAPM analysis, has fallen from 5.15 percent, in February 2007, to

2.09 percent as of February 6, 2008. The 1-Year Treasury constant

maturity rate also decreased from 5.07 percent over the past year to 2.06

percent. Again, for the most part, these current yields are considerably

lower than corresponding yields that existed during the early nineties (as

can be seen on Schedule WAR-8).

13

14

15

16

17

What is the current outlook for interest rates, inflation, and the economy?

According to The Wall Street Journal's current February 2008 Economic

Forecasting Survey, the federal funds rate is expected to fall from its

current level of 3.00 percent to approximately 2.64 percent by December

18 2008. The change in the consumer price index, a key measure of

19 inflation, is also expected to fall from the December 2007 level of 4.10

20 percent to 2.30 percent by December 2008.

26 Wolk, Martin, "Greenspan wrestling with rate 'conundrum',"MSNBC, June 8, 2005.

A.

Q.
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1 Value Line's analysts had this to say in their Economic and Stock Market

2 Commentary that appeared in the February 15, 2008 edition of Value

3 Line's Selection and Opinion publication:

4
5
6
7
8
9

10
11
12
13
14
15
16
17

The economic weakness might continue for a while. Unfortunately,
the likely further deterioration in the employment and housing outlooks
may push back the timetable for even a mild economic recovery until late
in the year. For now, we think there is a good chance that we will see
either no growth in the U.S. gross domestic product during the first
quarter or, more likely, a modest decline. (By comparison, the nation's
GDP posted a negligible gain of 0.6% in last year's fourth quarter.)
Another tepid showing is likely in the second quarter, when economic
growth might resume, but on a nominal basis. Thereafter, we would
expect to see some benefits from recent and likely future moves by the
Federal Reserve to cut interest rates. However, a resumption of the
strong economic growth that we saw earlier in this decade may not take
hold until 2009 or, more likely, 2010.

18 How has the current economic environment of lower interest rates affected

19 the electric utility industry as a whole?

20 Value Line analyst Nils C. Van Liew took note of the environment of low

21 interest rates that existed in the early part of 2007. In Value Line's Electric

22 Utility (East) Industry update dated March 2, 2007, Mr. Van Liew had this

23 to say:

24
25
26
27
28
29
30
31
32
33

Low Interest Rates. Several factors are, no doubt, driving the electric
utilities' strong share-price performance. Perhaps most important is a
benign interest-rate environment. Utilities frequently tap the credit
markets to fund their operations. (Low interest rates mean they can cost
effectively build new power plants and maintain existing ones.) "Cheap
money" also tends to drive economic expansion, thereby increasing
electricity demand. That said, interest rates should remain relatively low,
though the likelihood that the Federal Reserve eases (monetary) policy is
small, given persistent inflation concerns.

34 Given the fact that interest rates are even lower now than they were at the

35 time of Mr. Van Liew's writing, and utility bond rates are currently lower

36 than their 2007 averages, I believe that his views are still valid.

A.

Q.
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1 What are the current dividend yields of electric utility stocks followed by

2 Value Line?

3 A

11

In the February 8, 2008 Electric Utility (West) Industry update, Value Line

analyst Paul E. Debbas, CFA, observed that, following a recent decline in

electric utility stock prices, the average yield of the fifty-eight stocks in the

Electric Utility Industry, followed by Value Line, is now 3.90 percent which

is still low by historical standards but is higher than the group's 3.50

percent to 3.60 percent average yield for most of the past two to three

years. Mr. Debbas went on to state that there are some stocks of solid

utilities that now have yields of nearly 5.00 percent which offer good

dividend-grovvth potential.

12

13

14

How does the 3.90 percent average yield on the fifty-eight electric utility

stocks noted above compare with the average dividend yield of your

15

16

17

18

19

sample electric utility companies?

As can be seen in Schedule WAR-3, my sample electric utility companies

have an average dividend yield of 4.32 percent which is 42 basis points

higher than the 3.90 percent average yield on electric utility stocks

reported by Value Line's Mr. Debbas.

20

21

22

23

Q.

Q.

A.
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1 After weighing the economic information that you've just discussed, do you

believe that the 9.44 percent cost of equity capital that you have estimated

reasonable for TEP?

4 A I believe that my recommended 9.44 percent cost of equity will provide

TEP with a reasonable rate of return on the Company's invested capital

when economic data on interest rates (that are low by historical

standards), a possible rebound in growth in new housing construction

(attributed to the recent cuts in interest rates), and the Fed's ability to keep

inflation in check are all taken into consideration. As I noted earlier. the

11

Hope decision determined that a utility is entitled to earn a rate of return

that is commensurate with the returns it would make on other investments

12 with comparable risk. I believe that my DCF analysis has produced such

13 a return.

14

15 COST OF DEBT

16

17

Have you reviewed TEP's testimony on the Company-proposed cost of

debt?

18

19

Yes, I have reviewed the testimony prepared by Kevin P. Larson, Senior

Vice President, Chief Financial Officer and Treasurer of UniSource Energy

20 ad TEP.

21

22

23

A.

Q.

Q.
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1 Q

5 A

Do you agree with Mr. Larson's inclusion of the amortized debt discount

and expenses and losses attributed to reacquired debt and the credit

facility fees to arrive at his final cost of long~term debt figure of 8.22

percent?

Yes

7 What is your recommended cost of long-term debt?

8 A I am recommending the Company-proposed cost of long-tem debt of 6.39

9 percent.

10

11 CAPITAL STRUCTURE

12

13

Have you reviewed TEP's testimony regarding the Company's proposed

capital structure?

14

15

Yes, I have reviewed the direct testimony of Company witness Larson,

who also testified on TEP's proposed capital structure.

16

17

18

19

What was TEP's actual capital structure during the test year?

TEP's actual capital structure during the test year was comprised of 60.1

percent debt and 39.9 percent equity.

20

21

22

23

Q.

A.

Q.

A.

Q.
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1 What capital structure is the Company proposing in this proceeding

The Company is proposing a pro forma, or hypothetical, capital structure

comprised of 55.0 percent long-term debt and 45.0 percent common

equity

6 What capital structure are you proposing for TEP'?

I am recommending the same hypothetical capital structure being

proposed by TEP

Is the capital structure proposed by TEP in line with industry averages?

No. As can be seen in Schedule WAR-9, the capital structure proposed

by TEP is higher in debt than the average capital structure of the electric

utility companies included in my sample. The companies in my sample

have capital structures comprised of approximately 50.0 percent debt and

50.0 percent equity

In terms of risk, how does your recommended capital structure compare to

the electric utility companies in your sample?

The electric utility companies in my sample would be considered as

having a slightly lower level of financial risk (i.e. the risk associated with

debt repayment) because of their lower levels of debt. The lower financial

risk due to debt leverage is embedded in the cost of equities derived for

those companies through the DCF analysis. Thus, the cost of equity

Q.

Q.

47



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

derived in my DCF analysis is applicable to companies that are not as

leveraged and, theoretically speaking, not as risky as a utility with a level

of debt similar to TEP's. In the case of a publicly traded company, such

as those included in my proxy, a company with TEP's level of debt would

be perceived as having a slightly higher level of financial risk and would

therefore also have a slightly higher expected return on common equity

8 Q

10 A

Have you made any upward adjustment to your recommended cost of

equity that takes TEP's higher level of financial risk into consideration?

No. I believe that my recommended hypothetical capital structure which

increases TEP's percentage of equity from 39.9 percent to 45.0 percent

will provide the Company with additional cash flows to mitigate any

concerns regarding financial risk. In addition to providing TEP with

15

additional operating income, my recommended hypothetical capital

structure will also provide TEP with a higher level of income tax expense.

16

17 Q.

18

Please explain how your recommended hypothetical capital structure will

provide TEP with additional cash flow through a higher level of income tax

19

20

21

22

23

expense.

The lower level of debt in my recommended capital structure produces a

lower interest deduction for the income tax calculation thus providing TEP

with a higher level of income tax expense than what would result if the

Company's higher actual level of deductible interest were used in the

A.
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calculation. As a result of this the Company's actual income tax expense

is lower than the income tax calculated for ratemaking purposes thus

providing TEP with additional cash. For the reasons stated above I have

decided not to make any upward adjustment on my recommended 9.44

percent cost of common equity

7 WEIGHTED COST OF CAPITAL

8 Q

10

11

12

13

14

15

16

17

How does the Company's proposed weighted cost of capital compare with

your recommendation?

The Company has proposed a weighted cost of capital of 8.35 percent.

This composite figure is the result of the Company-proposed hypothetical

capital structure that produces a weighted average of 3.51 percent for

long-term debt and a weighted cost of common equity of 4.84 percent.

The Company-proposed 8.35 percent weighted cost of capital is 59 basis

points higher than the 7.76 percent weighted cost of capital that I am

recommending, which is the weighted cost of my recommended 6.39

percent cost of long-term debt and 9.44 percent cost of common equity.

18

19 COMMENTS ON TEP'S COST OF EQUITY CAPITAL TESTIMONY

20 Have you reviewed TEP's testimony on the Company-proposed cost of

21

22

equity capital?

Yes, I have reviewed the testimony prepared by Dr. Samuel c. Hadaway.

23

A.

A.

Q.
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1 Q

3 A

Please compare the Company-proposed cost of equity with your

recommended cost of equity

The Company is recommending a cost of equity capital of 10.75 percent in

conjunction with a hypothetical capital structure comprised of 55.0 percent

debt and 45.0 percent equity. The Company-proposed 10.75 percent cost

of equity is the low end of a 10.75 percent to 11.75 percent range of

estimates recommended by Dr. Hadaway. The Company-proposed 10.75

percent cost of equity is 131 basis points higher than my recommended

9.44 percent cost of equity

11

12

Have you studied the specific methods that Company witness Had away

used to derive the Company-proposed cost of equity capital?

13 Yes.

14

15 What methods did Dr. Hadaway use to arrive at his cost of common equity

16 for TEP?

17

18

19

20

Dr. Had away used the DCF, CAPM and risk premium methods to estimate

TEP's cost of common equity.

Can you provide a comparison of the results derived from Dr. Had away's

models and yours?

21 Yes.

22

23

A.

Q.

A.

A.

Q.

Q.
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1 DCF Comparison

2

3

4 A

Were there any differences in the way that you conducted your DCF

analysis and the way that Dr. Hadaway conducted his?

Yes, In addition to the constant growth model that I used to estimate

TEP's cost of equity, Dr. Hadaway also relied on the results of a multi

stage DCF model that used the proxy of twenty-eight electric utility

companies that I described earlier in my testimony

9

10

Please compare Dr. Hadaway's constant growth DCF estimate to your

constant growth DCF estimate

11 A Dr. Had away used two versions of the constant growth DCF model, what

he refers to as his traditional constant growth DCF model, and a constant

growth DCF model that uses a 6.60 percent estimate of gross domestic

product ("GDP") figure for the growth component ("g") of the model. His

traditional constant growth DCF model produces an estimate of 9.50

percent which is 88 basis points higher than my 8.66 percent estimate

Dr. Hadaway's constant growth DCF model that uses the aforementioned

6.60 percent GDP figure produces an estimate of 10.80 percent which is

218 basis points higher than my average 8.62 percent estimate. Dr

Hadaway ignores the lower estimate of 9.50 percent produced by his

traditional version of the DCF model because it falls below the results

22 produced by his other models used to estimate TEP's cost of common

23 equity.

Q.

Q.
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1 Q

2

What created the 88 basis point difference between Dr. Hadaway's

traditional constant growth DCF model estimate and your constant growth

3 DCF model?

4 pt") of 4.15

5

6

7

8

9

10

11

12

13

Dr. Had away's average dividend yield component ("D1

percent is actually 17 basis points lower than my4.32 percent figure. This

is mainly attributed to an overall decline in the stock prices ("P0") of the

electric utilities included in our samples. Since Dr. Hadaway's average

dividend estimate ("D1") of $1 .54 is just slightly higher than my average of

$1.53, his higher average stock price of $37.18 produces a lower yield

than my average stock price of $36.32. Thus the main reason for the

difference in our constant growth DCF estimates is Dr. Had away's growth

estimate which is the sum of a company's internal sustainable growth (br)

and its external growth ( sv ) estimate.

14

15

16

17

18

19

20

21

22

23

Can you explain why Dr. Hadaway's growth estimate is higher than yours?

Yes. Dr. Had away performed a b x r calculation that produced an internal

sustainable growth rate figure of 3.90 percent which was 7 basis points

higher than my 3.83 percent figure. However, he forgoes the type of s x v

calculation (based on estimates of share growth) that I have performed

and instead uses an average comprised of his b x r figure, Zack's 5-year

earnings estimate, Value Line's 5-year earnings estimate and his 6.60

percent GDP figure. This produces a growth estimate of 5.39 percent

which is 109 basis points higher than my growth estimate of 4.30 percent.

A.

A.

Q.
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1 Do you agree with Dr. Hadaway's use of long-term GDP growth in his

models?2

3 No. I do not. The use of the GDP estimate assumes that the long-term

4 growth rate for the electric-utilities in his sample will be a combination of

5

6

7

8

analysts' long-term growth rate projections and the growth rate of all

goods and services produced by labor and property in the U.S., as

opposed to relying on growth information that is specific to the electric

companies included in our respective samples.

9

10

11

12

Is this the same reason why Dr. Hadaway's second constant growth DCF

estimate, that uses his 6.60 percent estimate of GDP for the growth

component, is 218 basis points higher than your average 8.62 percent

estimate?13

14 Yes. Once again Dr. Had away's average dividend yield component of

15

16

17

18

19

4.15 percent is actually 17 basis points lower than my 4.32 percent figure.

However, his growth component is the higher 6.60 percent GDP figure

discussed above. The use of the 6.0 percent GDP figure as his growth

estimate produces the 10.80 percent constant growth DCF result that Dr.

Hadaway used in making his final cost of equity estimate for TEP.

20

21

22

23

A.

Q.

Q.

A.
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What is the difference between Dr. Hadaway's multi-stage DCF estimate

and your single-stage constant-growth DCF estimate?

Dr. Hadaway's average multi-stage DCF estimate of 10.40 percent is 96

basis points higher than the 9.44 percent estimate produced by my single

stage constant growth model

Please describe the multi-stage DCF model used by Dr. Had away

The multi-stage DCF model is comprised of three components: a dividend

yield component similar to the one used in the constant growth model, a

near-term (i.e. 5-year) growth estimate that is also similar to the one used

in the constant growth DCF and a long-term growth estimate that is

calculated into perpetuity through the use of an internal rate of return

calculation on a computer spreadsheet. In this case, Dr. Had away used

the same 6.60 percent GDP figure, discussed earlier, as the long-term

growth estimate in the second-stage component of his multi-stage model

17

18

20

Why didn't you conduct a multi-stage DCF analysis like the one conducted

by Dr. Hadaway?

Primarily because the growth rate component that I estimated for my

single-stage model already takes into consideration 5-year long-term

growth rate projections that are specific to the electric utilities included in

my proxy as opposed to a GDP figure that assumes that an electric utility

will grow at the same rate of growth of all goods and services produced in

Q.
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the U.S. The 5-year period is in line with the number of years that a utility

will file for rate relief as opposed to a GDP rate of growth that is calculated

into perpetuity and inflates a utility's cost of equity capital

5 CAPM Comparison

Please describe the differences in the way that you conducted your CAPM

analysis and the way that Dr. Hadaway conducted his?

The main differences between Dr. Had away's CAPM analysis and mine

are the Treasury instruments that we relied on for the risk-free rate of

return and the average beta coefficient that was used in our models. Dr

Had away performed a long-term CAPM analysis and a short-term CAPM

analysis

What Treasury instruments did Dr. Had away use as a proxy for the risk

free (i.e. rf) rate in his CAPM model?

Dr. Had away used the 30-year U.S. Treasury Constant Maturity Rate of

5.01 percent, as of May 27, 2007, in his long-term CAPM analysis. For his

short-term CAPM analysis he used the 3-month U.S. Treasury Secondary

Market Rate of 4.89 percent
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What are the current yields on the 30-year U.S. Treasury Constant

Maturity Rate and the 3-month U.S. Treasury Secondary Market Rate that

Dr. Hadaway used in his CAPM models?

As of the week ending February 8, 2008 the yield on the 30-year U.S

Treasury Constant Maturity Rate stood at 4.40 percent which is 67 basis

points lower than the 5.07 percent rate used in Dr. Hadaway's long-term

CAPM model. The yield on the 3-month U.S. Treasury Secondary Market

Rate stood at 2.14 percent which is 275 basis points lower than the 4.89

percent rate used in Dr. Had away's long-term CAPM model

Did Dr. Had away use the same Value Line betas that you used in your

CAPM analysis?

Yes. However the average of Value Line's beta's for the electric utility

companies in our samples proxies have decreased since Dr. Had away

filed his direct testimony. The mean average of the Value Line betas used

by Dr. Had away is 0.91 as opposed to my average beta of 0.87 (the

elimination of Energy East Corporation and Puget Energy, Inc. from my

sample had no effect on my average beta)

20 What was the difference between Dr. Hadaway's market risk premiums

21 and your market risk premiums?

Dr. Hadaway used market risk premiums of 5.75 percent and 7.60 percent

for his respective long-term and short-term CAPM models. I used market

Q.
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risk premiums of 7.72 percent and 9.62 percent in my respective CAPM

models using geometric and arithmetic means

4 What would Dr. Hadaway's expected returns be if his CAPM models were

5 updated to include the aforementioned changes in Treasury yields and

6

7 A

average beta coefficients?

An update of Dr. Had away's CAPM models using current Treasury

10

11

12

13

14

15

instrument yields an average beta of 0.87 percent would produce

expected returns of 9.41 percent in his long-term model and 8.76 percent

in his short-term model. His average CAPM estimate would be 9.09

percent or 116 basis points lower than my 10.25 percent average

estimate. Dr. Had away's revised CAPM estimates would fall into the

same category as his traditional constant growth DCF estimate which he

ignored because it fell below the results produced by his other models

used to estimate TEP's cost of common equity.

16

17 How do these results compare to TEP's parent, UniSource, on a stand

18 alone basis?

19

20

21

22

TEP's parent, UniSource, has a Value Line beta of 0.60 which is lower

than both the range (0.70 to 1.15) and the mean average (0.87) of the

betas included in my CAPM sample. What this means is that, in terms of

beta, UniSource is a lower investment risk than the twenty-six electric

Q.

A.

Q.
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1

2

3

4

5

6

7

8

9

10

11

utilities that made up my CAPM sample which included all but two of the

companies in Dr. Hadaway's CAPM sample.

Using UniSource's 0.65 beta, the aforementioned current 4.40 percent

long-term and 2.14 percent short-term Treasuly yields, and Dr. Hadaway's

long-term and short-term market risk premiums of 5.75 percent and 7.60

percent respectively produces expected returns of 7.85 percent (long-

term) and 6.70 percent (short-term) for UniSource on a stand-alone basis).

This is 246 to 511 basis points lower than the original expected returns

presented in Dr. Hadaway's direct testimony, and 156 to 206 basis points

lower than my 9.41 percent long-term and 8.76 percent short-term update

of Dr. Hadaway's CAPM results.

12

13

14

15

Did you perform a risk premium analysis similar to the one performed by

Dr. Hadaway?

No I did not.

16

17 Final Cost of Equity Estimate

18 How did TEP arrive at the Company-proposed 10.75 percent cost of

19

20

21

equity capital?

The Company adopted the low end of Dr. Hadaway's recommended

10.75 to 11.75 range of cost of equity estimates.

22

A.

A.

Q.

Q.
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Does your silence on any of the issues, matters or findings addressed in

the testimony of Dr. Hadaway or any other witness for TEP constitute your

acceptance of their positions on such issues, matters or findings?

No. it does not

Does this conclude your testimony on TEP?

Yes. it does
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1

2

3

4

5

7

8

9

10

12

14

15

16

17

18

19
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Appendix 1

Qualifications of William A. Rigsby, CRRA

EDUCATION University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science. Finance. 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 8.1999

Florida State University
Center for Professional Development 8= Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst v
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 -. Present

Senior Rate Analyst
Accounting 8¢ Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 - April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 -- July 1999

Utilities Auditor II and III
Accounting & Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
October 1994 - November 1997

Tax Examiner Technician I / Revenue Auditor II
Arizona Department of Revenue
Transaction Privilege / Corporate Income Tax Audit Units
Phoenix, Arizona
July 1991 - October 1994
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Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

utility Company Docket No. Type of Proceedinq

ICE Water Users Association U-2824-94-389

Rincon Water Company U-1723-95-122

Original CC&N

Rate Increase

Ash Fork Development
Association, Inc. E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association, Inc. U-1853-95-328 Rate Increase

Mirabell Water Company, Inc. U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land 81
Water Company U-1676-96-161 Rate Increase

Pineview Land 8.
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas utilities
Company - Water Division U-2625-97-074 Ra te  Incre a s e

Sunrise Vistas utilities
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc.
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth.
To Issue Stock

W-01651A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc. W-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company SW-02199A-98-0578 Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No Type of Proceedinq

W-01676A-99-0281 WIFA FinancingPineview Water Company

l.M. Water Company, Inc

Marina Water Service. Inc

W~02191A-99-0415

W-01493A-99-0398

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust. Inc
db Dateland Utilities W-03537A-99-0530

GTE California. Inc T-01954B-99-0511

Financing

Sale of Assets

Citizens Utilities Rural Company, Inc. T-01846B-99-0511 Sale of Assets

W-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company W-02113A-00-0233

W-01303A-00-0327Arizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227

T_03777A-00-0575

W-02074A-00-0482

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461

Reorganization

Financing

Financing

Financing

WIFA Financing

WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

Arizona Water Company

Loma Linda Estates, inc.

W-01445A-00-0749 Financing

W-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate Increase/ACRMArizona Water Company

Mountain Pass Utility Company SW-03841A-01-0166 Financing

Picacho Sewer Company SW-03709A-01-0165

W-03528A-01-0169

W-03861A-01-0167

Financing

Financing

Financing

W-02025A-01 -0559 Rate Increase

Picacho Water Company

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company W-02465A-01-0776 Rate Increase

Arizona Water Company W-01445A-02-0619 Rate Increase/ACRM
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.I

utility Company Docket No Type of Proceeding

Arizona-American Water Company W-01303A-02-0867 et al Rate Increase

Arizona Public Service Company E-01345A-03-0437 Rate Increase

Rio Rico Utilities. Inc WS-02676A-03-0434 Rate Increase

T-01051 B-03-0454 Renewed Price Cap

W-02113A-04-0616 Rate Increase

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01445A-04-0650 Rate Increase/ACRM

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase/ACRM

SW-02361A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water 8¢ Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company W-01303A-06-0014 Rate Increase

Arizona-American Water Company W-01303A-05-0718 Transaction Approval

G-04204A-06-0463 Rate  IncreaseUNS Gas, Inc.

Arizona-American Water Company WS-01303A-06-0403 Rate Increase

Arizona-American Water Company WS-01303A-06-0491 Rate Increase

E-04204A-06-0783 Rate IncreaseUNS Electric, Inc.

Arizona-American Water Company W-01303A-07-0209 Rate Increase
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Composite Statistics: ELECTRIC UTILITY INDUSTRY

2003 2004 2005 20D6 2007 2008 10-12

277.0

18.5

285.9

20.2

325.1

22.2

336.0

25.0

350

27.5

ago

29.5

Revenues ($biII)

Net Profit ($biII)

440

36.0

30.4%

45%

30.4%

3.5%

295%

3.8%

31.9%

4.5%

33.5%

6.0%

34.5%

7.0%

Income Tax Rate

AFUDC % to Net Profit

34_57

4.0%

58.7%

391%

58.0%

42.8%

54.6%

44.2%

52.6%

46.3%

51.0%

48.0%

51.0%

48.0%

Long-Term Debt Ratio

Common Equity Ratio

49.0%

50.0%

418.1

421.3

426.8

435.2

4323

450.3

447,7

475.0

465

490

495

525

Total Capital ($biN)

Net Plant ($blll)

570

590

84%

10.7%

10.8%

6.5%

10.7%

10.9%

6.9%

113%

115%

7.3%

11.8%

11.9%

7.0%

11.0%

11.5%

7.0%

11.0%

11.5%

Return on Total Cap'I

Return on Shr. Equity

Recur on Com Equity

7.5%

11.5%

11.5%

4.7%

58%

48%

57%

4.9%

58%

5.5%

55%

5.5%

60%

5.0%

60%

Retained to Com Eq

All Div'ds to Net Prof

5.0%

59%

13.7

.78

4.2%

14.8

.78

3.8%

16.3

.87

3.5%

15.7

.85

3.4%

Bold M
Vain
ell

cures are
? Line
mares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'lDiv'd Yleld

14.5

.95

19%

COMPOSITE OPERATING STATISTICS! ELECTRIC U

2004

+.3

1384

5.25

NA

NA

NA

+1.6

235

TILITY INDUSTRY

2005 2006

+5.4 +1 .3

1568 1570

5.73 6.17

NA NA

NA NA

NA NA

+1 .2 +1 .7

253 267

% Change Retail Sales (kph)

Average Induct. Use (mph)

Avg. lndust. Revs. per kph (¢)

Capacity at Peak (mw)

Peak Load, Summer (mw)

Annual Load Factor (%)

% Change Customers (yr.-end)

Fixed Charge Coverage (%)

Sources: Annual Reports; Estimates, Value Line, Edison Electric Institute

February 8, 2008 ELECTRIC UTILITY (WEST) INDUSTRY 1776

All of the major electric utilities located in the
western region of the United States are reviewed
in this Issue; eastern electrics, in Issue 1; and the
remaining utilities, in Issue 5.

Utilities have long had a reputation as a safe
haven during downturns in the market. This
hasn't been the case in recent weeks.

More companies are asking the Nuclear Regula-
tory Commission for construction and operating
licenses for new nuclear units.

2002, this didn't just occur due to an increase in genet
acting capacity-a sudden decline in electric demand
from industrial users was a factor as well. We aren't
predicting a repeat of what happened six years ago, but
this situation bears watching. The stocks of the three big
nonregulated power sellers mentioned above have de-
clined roughly as much as the rest of the group so far
this year, Finally, the weakness in the economy could
affect state commissions' willingness to grant rate relief
to utilities due to the concern about the effect of higher
prices on electric customers.

Since utility stocks have declined, some have
become more attractive. But others have merely
become less overvalued.

Nuclear Update

Some Safe Haven
Our November industry report discussed the possibil-

ity of nuclear unit  construct ion. Last September, NRG
Energy became the f irs t  company in 29 years to f ile a
request for a Construction and Operating License (COL) .
Since then, Duke Energy, Dominion Resources, and the
Tennessee Valley Authority have requested COLs. Sev-
eral other nuclear owners plan to do so in 2008. Each
unit would cost many billions of dollars, and even before
a shovel ever hits the ground, the applicat ion process
itself  wil l  cos t  many mil l ions  of  dollars .  W e reiterate
that, even if a company proceeds with the COL process,
this doesn't  mean that a new unit or units will be built .

Utility stocks have long been known to attract inves-
tors for their defensive characteristics in turbulent mar-
kets .  This  held t rue,  for  a while,  in the recent  market
turmoil.  Eventually,  however ,  elec t r ic  ut i l i t y equit ies
"caught up with" the rest of the market. This has been
the case even for  the s tocks of  companies that  have
agreed to be taken over (Puget Energy, Energy East, and
Aquila). Even the Fed's cut in interest rates didn't help
these stocks at all.  The Value Line Composite Average
and the Value L ine Ut i l i t y  Average (which inc ludes
stocks of utilit ies besides electrics) have each declined
over  5% s ince the s tar t  of  2008,  and the Value Line
Utility Average has actually declined a bit more than the
Composite Average.

Investment  Advice

What has caused the decline in this group? Perhaps it
was inevitable, given the high valuation of electric
utility equities. Many were fully valued or even overval-
ued after their sharp advances in 2006 and 2007. (Par-
ticularly strong were stocks of companies, such as Ex-
elon, Constellation Energy and Public Service
Enterprise Group, that get more than half of their
profits from nonregulated activities and thus benefit
from high power prices.) Indeed, prior to their recent
decline, most electric utility issues were trading within
their 2010-2012 Target Price Ranges, and some are still
trading well within those ranges, even after the down~
turn. Other concerns are how the weakening economy
will affect the demand for electricity-and the prices for
power. When the power markets collapsed in 2001 and

Since the recent pullback, the average yield of the 58
s tocks  in  t he E lec t r ic  Ut i l i t y  Indus t r y  is  now 3.9%.
That 's  s t il l low,  by his tor ical s tandards,  but  is  higher
than the group's average yield for most of the past two to
three years (which has usually been 3.5%»3.6%). There
are some stocks of solid utilit ies that now have yields of
near ly 5% (or  higher)  and of fer  good dividend-growth
potent ial. Pinnacle West. Progress Energy, Duke Energy,
ALLETE,  and Vec t ren are wor th  ment ion ing in  t h is
regard. The stocks of CH Energy, Great Plains Energy,
and Empire District Electric are yielding around 6%, but
that's partly because none of these companies has raised
the dividend for  many years .  Not  all s tocks with high
yields are recommended, however. Hawai ian Elec t r ic
Industries has one of  the highest  yields  of  any ut i l i ty
equity, but we do not advise its purchase.

Paul E. Debbas, CFA
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Composite Statistics: Electric Utility Industry
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All of the major utilities in the central United
States are reviewed in this Issue. ThoSe serving
the western region may be found in Issue 11. The
eastern companies are covered in Issue 1

Demand for power in the U.S. is rising at an
annual rate of 2%. That has resulted in steadily
reduced reserve margins and has induced many
companies to add generation in the past few years
But utilities are not all using the same fuel sources
to meet their obligations. In this report, we dis
cuss a few reasons for the differences

of sales from renewable sources. This has stimulated
interest in wind power, whose growth has also been
driven by a federal production tax credit of 1.9 cents per
kilowatt-hour for electricity generated in the first 10
years of a project. The credits are available for systems
starting operation by the end of 2008. To beat the
deadline, many utilities are constructing wind-powered
plants to place them in service before the credit expires
Once the units are in service, the credits are grandpa
there. The leader in this field is FPL Group, which has
wind plants in 15 states and plans to add another 1,500
megawatts to 2,000 megawatts by 2012. It might be of
concern, however, that wind does not provide guarani
teed steady output and should be supported by fossil
fueled sources for reliability, Solar power is more pre
dictable. Its one variable is cloud hover, which is not a
serious drawback in the Southwest. Twelve states have
explicit solar targets. New Mexicols is the largest, with a
requirement that 4% of generation come from solar by
2020. But to make this source more efficient, capital
costs must be streamlined, because they are currently
far more expensive than those of coal

The Dilemma Facing Coal-fired Plants
The U.S. Environmental Protection Agency (EPA) and

many state regulatory bodies have taken a strong stand
against coal-fired units and are compelling companies to
spend large sums to reduce particulate emissions into
the atmosphere or close down the facilities. Florida
regulators have taken an even more drastic step, by
rejecting outright FPL Group's request to build a coal
plant because of high capital costs. This forces the
company to rely on additional gas-fired units that al
ready account for a large percentage of its fuel mix. In
Nevada, a coalition of environmentalists and other par
ties seeks to derail Sierra Pacific's plan for a new coal
plant because renewable resources and energy efficiency
programs would be less expensive. The company is
contesting the proposal. Still, other utilities have found
it economical to reduce emissions in order to keep
operating existing units. Vecfren, for one, is investing
large sums in its jointly owned Warrick plant to comply
with EPA orders and is improving the efficiency of
scrubbers at two other units, rather than looking else-
where for new energy sources. Alliant Energy, for an-
other, is seeking commission approval to add a circulat-
ing fluidized coal-fired bed unit, employing a
commercially demonstrated clean-coal technology. In
addition to reducing toxic emissions, the plant would not
only improve import capability but would allow diverse
fuel supplies in the boiler.

The Nuclear Option
Unlike coal-fired plants, nuclear generators pose no

environmental concern. Too, the cost of nuclear fuel
compares favorably with fossil fuel. Only hydroelectric
power is less expensive. Given these pluses, numerous
nuclear plant owners have filed for extensions of their
operating licenses and are seeking site locations for new
units. Among those to do so are Exelon, Entelgy, and
Progress Energy, all three of which are owners of several
units. But no new plant will be built until a permanent
repository for nuclear waste is serviceable. And the
timing of that is still undetermined.

Re n e wa b le  En e rg y
This  s ource  of power includes  geotherma l, wind, bio-

ma s s , a nd s ola r energy. In 2006, it s tood a t 7% of tota l
na tiona l output. It continues  to expa nd beca us e  of high
o il a nd  na tu ra l ga s  p rice s  a nd  conce rn  ove r g loba l
warming. To da te, some 25 s ta tes  have enacted legis la -
tion requiring utilities  to genera te  a  s pecific percenta ge

Investment Advice
The industry's Timeliness rank continues to lag that of

most sectors we follow, On the plus side, the average
year-ahead yield is almost double that of all dividend-
paying companies in the Value Line survey. But a note of
caution: Many of these utilities are already trading
within their 3- to 5-year Target Price Range.

Arthur H A/Iedalie
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Composite Statistics: Electric Utility Industry
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grat if icat ion may want  to check  out Progress Energy
The Nor th Carol ina-based ut i l i t y  spor t s  the group's
fat t es t  payout (yield: 5.2%). T h at  s a i d , income
distribution increases are likely to be fairly modest over
the next three to f ive years

A l l  of  t he maj or  u t i l i t ies  in  t he eas t er n  r eg ion of
the United States  are reviewed in this  Issue.  Those
serv ing the cent ral  r eg ion wi l l  be found in  Is sue 5
Al l  of  t he wes tern c ompanies  are c overed in  Is s ue
11

The Elec t r ic  Ut i l i t ies  (Eas t )  have g iven inves tors
r eas on  t o s m i le,  hav ing  r eg is t er ed  s t r ong  s har e
p r i c e per f or m anc e in  t he t h r ee m on t hs  s inc e ou r
las t  r ev iew.  Led by  Cons tel lat ion Energy  (up 19%)
gainer s  ou t number ed los er s  19  t o 2 .  S t r ong ear n
i n k s ,  d r i v en  b y  t h e  B a l t i m or e  u t i l i t y ' s  n on r eg u
la t ed  p ow er  op er at i on s  ( g en er at i on ,  m ar k et i n g )
has  not  gone unnot ic ed by  inves t or s . Cent r a l  Vet
Mo n t  P u b l i c Serv ic e,  meanwhi le,  was t he  l aggar d
of  t he group (down 22%)

A Dow ner

Safe Haven

Centro] Vermont Public Service has the ignominious
distinction as the group's weakest performer. Shares of
the Green Mountain state's largest power company have
sold off  22% since our last review. Comparat ively,  the
benchmark  S&P 500 Index is  relat ively  unchanged
C VPS is small (market capitalization: $300 million) and
has relatively few shares outstanding. Recent selling by
CVPS's largest investor,  Charleston industr ialis t  Jerry
Zucker ,  has  pressured shares  and quieted takeover
speculation

W ith recent interest rate cuts, investors have bid up
ut ility stocks, dr iving down r isk-adjusted yield pre mi
urns in the process. Recent volatility in the stock market
likely also has given the group a lif t ,  as investors seek
out "safe havens". That said, a majority of these stocks
are now t rading within our  three-  to f ive-year  Target
Pr ice Ranges.  This  suggests  that  future returns  wil l
mainly come from dividends

Odds and Ends

Go o d  Yie ld s

Inves tors  should inc reas ingly pay at tent ion to the
fuels  t hat  u t i l i t ies  us e t o generate power .  Looming
regulations governing the emission of greenhouse gases
suggest that ut ilit ies with c lean carbon prof iles will be
compet it ively advantaged,  Access  to low-cos t  fuels ,
meanwhile, is more dear these days, given, for example,
the high pr ice of  c rude oi l .  That  said,  h igh fuel and
pollut ion control costs are of ten recoverable,  typically
via rate hikes.

Investment  Advice

Among the pos itive a ttributes  tha t inves tors  s hould look
for when s eeking a n a ttra ctive  utility a re  a n econom i-
ca lly hea lthy loca l s ervice territory (s uch a s  thos e in the
Southea s t), a  la rge  cus tomer ba s e; good ma na gement-
regula tor rela tions , a cces s  to low-cos t power genera tion
(coa l, nuclea r), a nd a m ple  fixed-cha rge  cove ra ge . As
a lwa ys , we recommend tha t inves tors  rea d ea ch report
ca refully before  ma king a ny decis ions .

Conservat ive income~or iented inves tors  may f ind
what  they' re look ing for  in the Elec t r ic  Ut i l i ty (Eas t )
group. The group's median dividend yield,  at  3.8%, is
double that of the Value Line Composite Index. W hat's
more, a good majority of the stocks rank in the top decile
for Price Stability. Allentown, Pennsylvania-based PPL
Corporation is an interesting, and perhaps not so obvi-
ous, investment play here. The stock is currently trading
at a relat ive pricey 18 t imes earnings and the dividend
yield is a fair ly modest 2.7%. Still,  median total return
potent ial out  to 2010-2012 ranks  among the highes t
with in the group.  In Pennsylvania,  PPL wi l l  make a
transit ion to higher market-based electr ic ity rates, be-
ginning in 2010. The change should really boost PPL 8:
earnings and give it the financial wherewithal to aggres-
sively increase its dividend payout. Indeed, we're looking
for the annual payout to reach $2.20 a share over the
2010-2012 horizon. That's 80% higher than the current
annualized rate.

Nils  C. Va n Lie s

Inve s tors  tha t a re  m ore  inc line d  towa rds  ins ta n t
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ALLETE, in its current configuration, began
trading on September 21, 2004, the day
after it spun off its automotive services busi-
ness, ADESA (NYSE: KAR), to sharehold-
ers and effected a 1-for-3 reverse stock
split. ALLETE shareholders received one
share of ADESA for each ALLETE share
held. Data for the AA
shown because they are not comparable.

CAPITALSTRUCTURE as of 9130/07
TotalDebi$438.4 mill. Due in 5 Yrs $143.0 mill.
LT Debt$409.0 mill. LTInterest$22.3 mill.
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lucrative for the company. and
several it hadn't

The difficult market conditions in
Florida are hurtlngEAI.LETE's real es-
tate operation. ALL TE owns land there
that It adds value to through Infrastruc-
ture development and enhancements, and
then sells to developers. This has been

until
months ago. felt the ef-

fects of the weak market in Florida. Now,
however, some sales that were exerected to
close in 2007 have been delay or can~
ceded. Accordingly ALLETE forecasts that
its net income ram real estate in 2008 will
fall short of the $16 mllllon-$18 million it
will probably earn in 2007 (compared with
$22.8 million in 2006). Thus. we have
slashed our 2008 share-earnings esti-
mate by $0 50,
end of the

estate operation has no debt. But it ma
well take a few years to return to the pm!
it level of 2006.
The rest of ALLETE's operations are
performing well. Minnesota Power is
solid, and is benefiting from strong de-
mand from its largely industrial customer
base. The utility is about to tile a whole-
sale rate case with the Federal Energy
Regulatory Commission and will file a re-
tai rate case in Minnesota in mid-2008.
Minnesota Power also benefits from a reg-
ulatory mechanism that enables it to re-
cover environmental capital expenditures
through a rate rider, in advance of Elin a
general case. That's ge-

in pro ram will conclude in 2009.
AfLET%

rate important
cause a $260 million environmental spend-

Finally,
is earning a healthy return of

over ll% on its as? million equity invest-
ment in American Transmission Compare .
This stock offers an attractive yield.
In fact, we're estimating a dividend in-
crease in 2008. despite the expected eam-
ings decline. We've lowered our sights for
the 2010-2012 period. but total-retum po-
tential over that time is still worthwhile.
Paul E Debbas, CFA December 28, 2007

. to $2.70. That's the low
company's targeted "='}§= of

$2.70-$2.90. We have also trlmme our
2007 estimate by $0.05, to the low end of
ALLETE's guidance of s3.00-s3.0s.
ALLETE has the wherewithal to ride
out the difficult conditions in Florida.
Impairment charges aren't a concern. as
the market value of its land is still well
above its book value of $59 million as of
September 30th. Also, the company's real

to

12

-IIII.l.
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Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictabiiity

NMF
NMF

(A) Diluted EPS. Excl. nor rec. gain (loss): '04,
2¢ net, '05, ($1.84), air (losses) on discontin-
ued operations: '04, 82.57, '05, (16¢), '06, (2¢),
loss  f rom account ing change:  '04,  27¢.  Next
i 2007, Value Line Publishirxé, Inc. All rigFht$ resewed.

THE PUBLISHER IS NOT RE PONSIBLE OR ANV ERR
al it may be reproduced, resold. stored or transmitted in any

earnings report due mid-Feb. (B) Div'ds histori-
cally paid in early Mar., June, Sept., and Dec. I
Div'd reinvestment plan avail 1 Shareholder in-
vestment plan avail. (C) Ind. deferred charges.

Factual material is obtained from sources beiieveU to be
ORS OR OMISSIONS HEREIN. This rublication is strictly
printed, electronic of other lam, or use tor generating or mark

In '06 :  $2 .30 lsh.  (D)  i n min.  (E)  Ra te  base :
Original cost depress. Rate allowed on com, eq.
i n '95 :  11B%,  ea rned on av g c om.  eq. ,  '06 :
12.1%. Regulatory Climate: Average.

reliable and is provided without warranties or mg kind
(of subs:riber's um. norusonunercial, internal use, o pan

elihg any printed Ur electronic publication. service of product.i
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Alliant Energy, formerly called Interstate En-
ergy Corporation, was formed on April 21,
1998 through the merger of WPL Holdings,
ITS Industries, and Interstate Power. WPL
stockholders received one share of Inter-
state Energy stock for each WPL share, ITS
stockholders received 1.14 Interstate Ener-
gy shares for each ITS share, and Interstate
Power stockholders received 1.11 Interstate
Energy shares for each Interstate Power
share. Data prior to 1998 are for WPL Hold-
ings only and are not comparable with Al-
Iiant Energy data.

CAPITAL STRUCTURE as of 9/30/07
TotalDeb! $17543 mill. Due in 5 Yrs $820.0 mill.
LT Deb!$1593.9 mill. LT Interest $136.8 mill.

(LT interest earned: 5.3x)
Pension Assets-12/06 $738.1 mill. obiing. $866.0

mill.
P fd Stock $243_8 mill. p fd Div'd $18.7 mill.
449,765 she. $100 par, 8,199,460 she. $25 par,

1 127,787 she. $50 par.

Common Stock 110,315,565 she. as of 10/31/07
MARKET CAP: $4.6 billion (Mid Cap)

+4.6
4215
5.26
5446
5932
55.6
+ 1 .3

+.3
4320
4.84

5737
5644
48.6
+1.1

2006
-1 .7

41e0
5.96
4985
5987
52.0
+1 .8

ELECTRIC OPERATING STATISTICS
2004 2005

%Ch Re1ai!S I (KWH)
Avg, Use
Avg. lndust.pRevs.( (92)
Capacity al eek
Pad( Load, SumfnerNw)
Annual Load Fadnf (9
% Change Customers trend}

u 252 2.50235ExedCha Cov.(%]

Past
10 Yrs.

Past
Yrs.

.1 .5%
_4.5%
-30%
11.5%
-2.5%

Est'd '04-'06
to '10-'12

5.0%
5.5%
5.5%
8.0%
4.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

-5%
-1 .0%
-5.0%
1.0%

Cal-
endar

QUARTERLY REVENUES (S mill.)

M ar .31 Jun.30 S ep.30 Dec .31
Full
Year

2004

2005

2006

2007

2008

662.1

686.7

696.8

746.2

760

674.9

906.8

841.3

873.8

920

730.7

860.9

890.4

907.3

960

891.0

82522

930.9

912.7

950

2958.7

3279.6

3359.4

3440

3590

Cal-
endar

EARNlNGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005

200s

2001

2008

.33

.23

.56

.56

.55

.76

1.05

.75

1.05

1.05

.45

.52

.36

.56

.60

.30

.41

.39

.43

.45

t.85

2,21

2.06

2.60

2.65

Cal-
endar

QUARTERLY DIWDENDS PAID B 't

M ar .31  Jun.30  S ep.30  Dec .31

Full
Year

2004

2005

2006

2007
2008

.25

.263

.288

.31 B

.263

.263

.288

.318

.25

.263

.288

.318

.25

.253

.288

.318
35
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1.05

1.15
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33.25

5.60

2.65

1.40

Revenues per sh

"CashFlow" per sh

Earnings perch A

Div'd Decl'd per sh B l t

36.95

6.65

2.85

1.70

I I1 .

23.80

ap'l pending per sh

Book Value per sh c

I4.

27.50

I I I8. ILommon he utst'g u I r111.

res are
Line
:tea

kg nn'l It Kano

Relative PIE Ratio

Avg Ann'lDiv'd Yield

150

1.05

3.8%

3590

305

Revenues ($mill)

Ne! Profit (Swim

4100

335

36.0%

3.0%

Income ax ate

AFUDC "/I to Net Profit

36.0%

3.0%

40.5%

54.0%

Long-Term Debt Ratio

Common Equity Ratio

44.5%

51.5%

4740

6005

Total Capital ($milI)

Net Plant ($mill)

5925

6345

s.0%

11.0%

11.0%

Return on Total Cap'l

Return on Shi. Equity

Return on Com Equity E

7.5%

10.0%

10.5%

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
29.86

5.50

1.90

2.00

27.45

4.85

1.26

2.00

27.83

5.71

2.19

2.00

30.44

6.57

2.47

2.00

30.97

5.B2

2.42

2.00

2B.2G

4.52

1,1B

200

2819

4,19

1.51

1.00

2556

459

1B5

102

2B.02

5,46

2.21

1.05

28.93

4.33

2.06

1.15

4.10

19.73

4.79

20.69

6.05

21.29

13.50

25.79

9.13

21.39

7,12

19.89

7.59

21.37

5.55

22.13

4.b1

20.85

3.42

22.83

30.79 77.63 78.98 79.01 89.68 92.30 11096 11574 11.04 116,16

15.0

.86

7.0%

25.1

1.31

6.3%

13.0

.74

7.0%

11.8

.77

6.9%

12.6

.65

6.6%

19,9

109

B.5%

12.7

.72

50%

140

74

3.9%

1z.b

.B7

3.8%

16.8

.91

3.3%

919.3

64.6

2130.9

103.4

2198.0

178.2

2405.0

203.1

2777.3

194.9

2508.8

113.1

31282

1765

2958.7

2295

3279.6

337.8

3359.4

280.1

308%

4.3%

36.0%

6.6%

40.3%

4.1%

54.0%

4.3%

23.5%

5.7%

242%

68%

283%

111%

26.7%

8.1%

9.0%

3.0%

438%

3,1%

40.7%

54.0%

47.3%

49.2%

39.6%

57.4%

47.0%

50.2%

54.7%

42.7%

56.4%

392%

443%

50.0%

45.0%

50.2%

41.5%

53.1%

31 4%

62.9%

1125.1

1244.8

3262.9

3101.7

3756.0

3486.0

4061.4

3719.3

4490.2

aaszs

4679.1

3729.2

4735.4

4432.5

5104,7

5284.5

4599.1

48652

4218.4

4944.9

7.4%

9.7%

10.1%

4.9%

6.0%

6.0%

6.1%

7.9%

8.0%

6.6%

9.4%

9.6%

6.2%

9.6%

9.8%

4.1%

55%

5,B%

51%

6.B%

5.7%

6.1 %

82%

B.2%

B.9%

12.B%

13.1%

75%

90%

9.1%

2007
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2.60

1.27
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3440

310

36.0"

10%

3B,0%

56.0%

4270

5240

9.0%

11.5%

12.0%

NMF

100%

NMF

NMF

.7%

92%

1.9%

81%

1 .6%

85%

NMF

NMF

2.5%

67%

33%

58%

B.1%

42%

4.0%

59%

6.0%

52%

5.0%

55%

Retained to Com Eq

All Div'ds to Ne! Prof

4.0%

52%

other, 5%. FueI sources, '06: coal E. gas, 57%, nuclear, 1%; porch.,

42%. Fuel costs: 54% of revs. 'OS depress. rate: 2.B%. Est'd plant
age: ID yrs. Has 5,151 employ., Chrmn.: Erroll B. Davis. Jr. Pres. &

CEO: William D. Harvey. Inc.; Wl. Address: 4902 N. Biltmore Lane,

P.O. Box 77007, Madison, Wl 53707-1007. Tel.: 60).455.3391. In-

lemet; \Amrw.alliant-energy.com.

BUSINESS! Alliant Energy, formerly named Interstate Energy, is a

holding company fomred through the merger of WPL Holdings, LES

Industries, and interstate Power. Supplies elect. (73% of revs.), gas

(19%), and other services (8%) in Wisconsin, Iowa, Minnesota, & ll-

linois. Elect. revs. by state; WI, 47%' IA, CB%; MN, 3%, lL, 2%.

Elect. rev.: resit., 35%, oomm'l, 23%' ind'l, 31%, wholesale, B%,

in late 2008, and it plans to invest up to
another $260 million in wind-driven power
by the end of 2010. For the longer haul, it
asked regulators for approval to build a
300-mw coal-fired station at the existing
Nelson Dewey site. This location is
desirable because it has ready access to
rail and barge transportation, and would
permit a 625-mw increase in import capa-
bility into Wisconsin, The facility is ex-
pected to begin operation in 2012.
Earnings should move sharply higher
in 2007. Pluses include higher electric
rates in Wisconsin, the repurchase of 10
million common shares, and profits from
new plants on line. Despite a heavy storm
in March that increased operating costs
and raised interest expense, we estimate
2007 earnings will rise 26%, to $2.60 a
share. A lesser gain is likely next year. For
now, the stock is untimely.
Wehave a neutral long-term stance on
these shares. Though the yield is a cut
below the utility average, dividend growth
prospects to 2010-2012 are above those of
the group. Moreover, total return pros-
pects mirror the industry average.
Arthur H Medalist December 28, 2007

Alliant Energy has an agreement to
sell its remaining transmission assets.
The sale includes 6,800 miles of transmis-
sion lines in Iowa, Minnesota, and Illinois,
substation facilities, and related transmis-
sion land rights. ITC Midwest will pay
$750 million in cash for the package, sub-
ject to various adjustments at closing.
LNT was anxious to finalize the arrange-
ment by yearend in order to capitalize on a
provision in the Energy Policy Act of2005
that allows a utility eight years to pay the
tax on capital gains resulting from trans-
mission sales consummated by December
31, 2007. As wego to press, all necessary
commission approvals have been received.
The transaction will now close before year-
end. Since any aftertax gain will be subject
to regulatory determination of amounts
paid to customers, it isn't clear what im-
pact the sale will have on operations.
The company is taking steps to cover
generating needs.Demand for power in
LNT's service territory is rising by 100
megawatts (mw) annually. To meet
short-term obligations, it paid $180 million
for the rights to Cedar Ridge's 68-mw
wind farm, which is targeted to go on line

paid in mid-Feb., mid-May, mid-Aug., and mid-
Nov. I Div'd reinvest. plan avail. t shareholder
invest. plan avail. (C) incl. deferred chge. in
'06: $228.8 mill., $1.96lsh. (D) In mill. (E) Rate

A
95
30
65

Company's Financial Strength
Stock's Price seabimy
Price Growth Persistence
Earnings Predictability

base: Orig. cost, Rate allowed on com. eq.: in
'05, WI, 1D.B%; in '07, IA., 10.7%, earned on
avg com, eq., '06: 9.5%. Regul. Clim.: WI,
Above Avg, IA, Below Avg.

34.9
28.0

Target Price Range
2010 2012

120
100
BD
64

48

32

24
20
16

12

(A) Diluted EPS. Excl. nonrecur gains (losses):
'96, net7¢. '99, 32¢, '00, $2.56, '01, (28¢)» '03,
net 24¢, '04, (58¢], '05, ($i05), '06, 84¢. Next
egg. mt. due late Jan. (B) Div'ds historically

o 2007, Value Line Publishing, Inc. NI rigFhls reserved. Factual material is obtained from sources believed lo be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. TlDI1»c0ITlm8fd3l, inlemal use. No pan
of it may be reproduced. resold. sioreit or transmitted 'm any piin\ed, eleclrollk or other form, semice or product

Thisésubicarion is slridly lot subscriber's own, . .
of use lot genefaling almantling any printed of dectromc pubilcauon, i [MT
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Ameren was formed on December 31,
1997 through the merger of Union Electric
and CIPSCO. Each common share of Union
Electric was exchanged for 1.00 share of
Ameren, while each common share of
CIPSCO was exchanged for 1.03 Ameren
shares. Premerger data are for Union Elec-
tric only and are not comparable to Ameren
data.

CAPITAL STRUCTURE as of 9/30/07
Total Debt $6891 .0 mm. Due in 5 Yrs $2395.0 mill.
LT Deb!$M86.0 mill. LT Interest $2887 min,

(LT interest earned: 4.0x)

Pension Assets-12/06$2.61 bill. Oblig. 5312 bill.

Pfd Stock $211.0 mill. Pfd Div'd $11 .o mill,
1,137,595 she. $3.50 to $7.64 cum. (no par), stated
at liquid. value, 191,204 she., $100 par, 4.50% to to
4.e0%, 800,000 she. 4.00% to 6.625%

Common Stock 206,000000 she.

MARKET CAP: $11.1 billion (Large Cap)

l c s

l m

3108
4.05

19439
15991

58.2
+19.4

ELECTRIC OPERATING STATIST
2o04

%ChandgeRetailSdes(KWH] +7.4
Avg, In use Use (Mvn-m
Avg Indus. Revs. ,go (¢)
Capacity at Peak (
Peak Load, Summerl
Annual Load Facie( 8"
"isChangeCustomers end)

2006
+4.5

N A
4.25

21177
16418

NA
N A

2005
+15.0

N A
4.27

ZDBBB
17563

N A
N A

294377356Fixed Charge Cav. (%)

Past
10 Yrs.

4.0%
15%

Past
Yrs.
15%
-.5%

-2.0%

Est'd '04-'0G
to '1fl~'12

5 0 %
5.5%
3.0%

Nil
5.5% 3 0 %

5 %
3.0%

ANNUALRATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES ($ mill.)

Mar.31 Jun.30 Sep.30 De¢:.31
Full
Year

2004

2005

2006

2007

2008

1152

1590

1550

1723

1790

1216

1521

1800

2019

2095

1317

1868

1910

1997

2095

1475

1701

1620

1781

1890

5160.0

6780.0

6880.0

7520

7870

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005

2006

2007

2008

1.20

1.37

1.42

1.36

1.50

.55

.62

.34

.68

.as

.85

.93

.60

.69

.70

.42

.21

.30

.52

.45

2.82

3.13

2.66

3.25

3.30

Cal-
endar

QUARTERLY DNIDENDS PAID81

Mar.31 Jun.30 SeD.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.635

.635

.635

.635

.635

.635

.635

,635

.635

.835

.635

.635

.635

.B35

.635

.535

.635

.635

.635

.635

2.54

2.54

2.54

2.54

A
/ II I

I
I I | , , :gr II I l I

\I'lll IIIII
1997 199s 1999 2000 2001

24.24

4.96

2.44

2.54

24.18

5.36

2.82

2.54

2s.sa

5.36

2.81

2.54

2a.10

6.11

3.33

2.54

32.64

6.33

3.41

2.54

2.11

22.00

2.37

22.21

4.16

22.52

6.lllI

23.30

7.99

24.26

13122 137.22 137.22 137.22 13B.05

15.5

.89

6.7%

14.2

.74

6.3%

13.5

. n

6.7%

11.0

.12

6.9%

12.1

.62

6.2%

3325.5

347.3

3318.2

399.1

3523.6

397.a

sass.a

458.8

4505.9

481.0

40.3%

3.7%

40.1%

3.0'/»
39.4%

3.6%

39.1%

2.9%

3a.4%

4.3%

43.5%

52.4%

41.0%

54.8%

42.4%

53.5%

44.4%

51.8%

44.2%

52.2%

5750.2

6987.1

5580.1

6928.0

5113.4

7165.2

$176.9

1105.1

6419.3

a42s.s

7.5%

10.1%

11.1%

B.7 l

12.1%

12.6%

8.2%

12.0%

12.5%

B.9%

13.7%

14.3%

8.7%

13.4%

14.0%

1 .la

I IIII I'll llI I ' l l I I'll I II I
2005 2005 2007 200s e VALUE LINEPUB., INC2002

24.93

5.28

2.66

2.54

5.11

24.93

154.10

15.8

.as

6.1%

3841.0

393.0

38.9%

2.8%

46.0%

51.4%

7468.0

B914.0

6.5%

9.7%

9.9%

2003
28.20

6.29

3.14

2.54

4.19

26.73

162.90

13.5

.TO

6.0%

4593.0

511.0

36.8%

1.9%

47.3%

50.6%

asos.0

10911

1.4%

11.4%

11.6%

2004
26.43

5.57

2.82

2.54

4.13

29.71

195.20

16.3

.86

5.5%

5160.0

541.0

34.3%

1.8%

45.5%

52.5%

11036

13297

6.0%

9.0%

9.1%

33.12

5.10

3.13

2.54

33.30

5.79

2.66

2.54

36.00

u s

$.25

1.54

:us
7.15
3.30
2.54

Revenues per sh

"Cash Flow" per sh

Eamings Pu sh A

DW!! Dld'd per sh 'I

11.30

1.00

s.4o

254

4.63

31.09

4.80

a1.ss

6.25

3270

7.10

33.50

Clp'I Spelling pa sh

Book Wlue per sh c

6.90

ss.s0

204.10 206.60 201.80 210.a0 Common She0ulst'g E 21am

16.7

.as

4.9%

19.4

1.05

4.9%

lolHllg
Vllll
a M

in: an
Lilli
Ilea

Avg Ann'l PE Ratio

Relatlvs PIE Ratio

Avg Ann'I DiV'd Yield

14.0

.95

5.4%

6780.0

628.0

6810.0

541.0

7520

cos

7170

705

Revenues ($miII)

Nd pm (smlm

ma
750

35.6%

2.9%

35.8%

.7'A

36.0%

3.0%

16.0%

3.0%

Income Tax RUe

AFurx: % w nm Profit

35.0%

10%

44.9%

s3.3%

43.8%

54.6%

44.5%

54.0%

44.5%

53.5%

Long-Tum Debt Rtlio

Common Equity Ratio

45.5%

53.0%

11932

13572

12063

14286

12645

1a25

13300

15505

mal Capital l$miln
Nil plamgsmnn

14925

m a s

6.5*

9.5%

9.7%

5.7%

8.1%

8.1%

6.5%

9.5%

10.0%

6.5%

9.5%

10.0%

RUurn on Total Cap'l

Return on Shi. Equity

Return on Com E IN °

6.5%

9.5%

8.0%

.1%

99%

1.2%

90%

1.2%

91%

3.4%
ms

3.6%

75%

.2°A
98'/»

2.2%

81%

3%

91%

1.7%

83%

.2'L

97%

2.0%

71%

20%

77%

Renineul lo Com Et

All no; lo Net Prof

25%

75%

equipment petroleum reining. 200s fuels: coal, 85%: nuclear,

13A, olhsr_ 2%. Fud costs, 45% al revenues, labor costs, 12%.

2006 depreciation rate: 3%-4%. Estimated plant age: 13 years. Has

8,988 employees, Chrmn., CEO. aha Pres.: Gary L. Rainwaler.

Inc.: Missouri. Address: 1901 Chouleau Street. sn. Louis, Missouri

63166. Telephone: 314-621.3222. lmemet: vwrw.ameren.com.

BUSINESS: A reran Corp. is a holding company loomed through

the merger al Union Electric and CIPSCO. Acquired CILCORP

200a. lllinds Power 2004. Supplies elect. and gas to 31400,000
customers in Missouri (40% elar.1. revs.) and Illinois (60'/). Elem.

news.: resit., 31%, comer., 29/.. induct, 18%, other, 22%. Larg-

est indus. customers: primary metals, chemicals, lransponalion

storm pared
and refueling

t h e  c o m p a n y  p l a n s  c a p i -
t h r e e

been the cause of heat damage. Finally,
to comply with U.S. E)Nvironmental Pro-
tection Agency rules, AEE will spend $500
mill ion to reduce pollution emissions.
Since cash flow from operations won't
cover these costs, long-term debt offerings
will be necessary to bridge the gap.
Earnings should im prove th is  year .
Pluses include higher rates in two jurisdic-
tions and wider electric margins on re-
placement of below-market contracts.
Though costs related to last January's ice

earnings by $0_09 a share.
of the Callaway l nuclear

plant will require additional power pur-
chases, we estimate 2007 earnings will
rise 22%, to $3.25 a share. Emphasis on
core operations suggests slow, but steady,
gains through 20 l0-2012.
The stock of fers an even balance of
positives and negatives. The probable
absence of a dividend hike in our 3- to 5-
year horizon is offset by an above-average
yield. Though total return prospects are
unexciting. those investors of a conserva-
tive bent might be satisfied because of
Ameren's strong finances.
Arthur H Medalist December 28, 2007

Ameren has f i led for  higher rates in
Illinois. Last month, AEEs three utility
subsidiaries in the state applied for in-
creases totaling $180 million in electric
transmission and distribution rates and
$67 million in higher posted natural gas
tariffs. The boosts would allow recovery of
infrastructure investments and would per-
mit recoupment of plans to spend $900
million to improve system reliability
through 2010. Management maintains
that the January. 2007 increase, from
which $150 million will be returned to cus-
tomers over four years, is inadequate to
provide service and earn a reasonable re-
turn. Stiff resistance to the request is like-
ly from consumer groups and state legis-
lators. Whatever amount the commission
approves will take effect in October, 2008.
In Missouri ,
ta l  out lays of  $1 b i l l i on over
years to enhance performance. The in-
crease includes expenditures of $300 mil-
lion to protect the system against severe
weather by placing transmission cables
most at risk underground. Another $145
million will be spent on tree trimming to
lessen the impact of ice storms that have

Target Price Range

(A) EPS basic. Excl. nonrecur. gain, (loss)
03, 11¢, '05, (11¢). Next egg. report due late
Jan. (B) Div'ds historically paid in late March
late June, late Sept., and late Dec. I Div'd rein

u 2007. value Line Publishing, Inc. All reserved. Factual material is obtained ham sources believed to be reliable and is provided without warranties Ni any kind
THE PUBLISHER IS NOT RE PONSIBLE OR ANV ERRORS OR OMISSIDNS HEREIN. non-commercial, internal use.Nopart
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, service or prudur:L

This rubiicalion is strictly for subscriber's own,
or use lot generating Ur marketing any primed or demonic publication.



AMERICAN ELEC. PWR. NYSE-AEP
RECENT
PRICE 47.14

PIE
RATIO 16.4(8°8::s§1§;3)

RELATNE

PIE RAT!0 0 . 9 7 3 . 5 %
DIV'D
YLD

VALUE
LINE

48.2
30.6

48.9
25.9

51.2
39.3

48.8
151

31.5
19.0

35.5
28.5

40.8
32.3

43.1
32.3

51.2
41_7

High :
Low:

44.8
38.6

52.0
39.1TIMELINESS 3 LuwHed 6l8l07

SAFETV 3 Lwwered 10l4l02

TECHNICAL 3 Rai5ed 12l14l07
BETA .95 (1.00=Marke\)

Price
65
40

H'gh

L Ann'I Total
Return
12%

1 %

2010-12 PROJECTIONS

Gain
(+40%l
(-15%

Insider Decisions

to Buy
Options
toSell

F M A M J J A s o
o 0 0 0 0 0 0 0 0
0 1 o 6 1 0 1 0 2
0 1 0 7 0 0 1 0 2

Institutional Decisions

1a20n1 za20u1 :oz 07
MBU 226 205 206
roSe 222 230 199
Hld's(DIJII)285566 28211 s 278067

20 1
LEGENDS
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% TOT_ RETURN 11/07
mis

STOCK
18.7
56.3

109.5

VLARITH.
INDEX

3.0
31.3

107.6

1 yr
3 yr
5 yr

I I
v•

I I I I
15
10
5

Percent
shares
traded I I L. I

TIM I
II I I II
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1997 199s 1 9 9 9 2000 2001 2002 2003 2 0 0 4 2 0 0 6

32.43

5.47

3.28

2.40

33.08

6.03

2.81

2.40

35.63

6.36

2.69

2.40

42.53

5.11

1.04

2.40

190.10

7.65

3.27

2.40

42.96

6.99

2.B6

240

36.B2

5.76

2.53

1.65

ss.s1

589

2.61

1.40

31.a2

5.54

2.86

1.50

4.00

24.62

4.13

25.24

4.41

25.79

5.51

25.01

5.69

25.54

5.0B

20.85

3.44

19.93

4.28

21.32

8.89

2373

189,99 191.52 194.10 322.02 322.24 338.84 395.02 395.85 396.67

13.4

.11

5.5%

17.0

.ea

5.0%

14.a

.oz

6.2%

NMF

NMF

6.7%

13.9

.71

5.3%

12.1

.69

6.6%

10.1

.51

5.1%

12.4

.66

4.3%

12.9

.10

4.1%

6161.4

638.2

6345.9

547.1

6916.0

532.0

13694

332.0

61257

1063.0

14555

976.0

14545

954.0

14051

1038.0

12622

1131.0

34.8%

1.6%

36.6%

1.7%

32.8%

18'/l

66.1% 36.0% 25.2% 3B.B%

3.8%

33.1%

3.6%

33.0%

9.9%

51.4%

46.9%

57.6%

41.0%

55.1%

43.5%

52.9%

44.4%

54.6%

44.6%

56.0%

43.1%

60.6%

38.7%

56.2%

43.1%

56.7%

43.0%

9981.0

11633

11815

111a0

11506

13055

18151

22393

18459

24543

16393

216M

20333

22029

19584

22501

21902

26711

8.1%

13.2%

13.3%

6.2%

10.9%

11.1%

6.6%

10.3%

10.4%

3.8%

3.9%

3.7%

7.5*

12.7%

12.a%

7.5%

13.5%

13.7%

5.6%

12.3%

12.4%

7.0%

12.1%

12.2%

6.7%

11.9%

12.0°/»

l l  1 |.

I I I
200s ea VALUE UNE PUB. mc2005

30,75

5.95

284

1.42

5.11

2308

393.72

13.7

73

33%

12111

1038.0

29.3%

5.4%

54.8%

44.9%

20222

242B4

6.5%

11.3%

11.3%

2 0 0 7

33.20

5.55

2.10

1.5¢
a.s0

24.90

4oo.so

Bold Ty
gnu
Olin

13300

1120

32.5%

11.0%

58.0%

41.0%

2:4aa0

29315

6.0%

11.0%

11.0%

American Electric Power acquired Central
and  South W est  Corporat ion (CSW )  in
2000. CSW common stockholders received
0.6 of an AEP common share for each of
their shares. for a total of $4.5 billion. The
transaction was effected under pooling-of-
interests accounting rules. The data on this
page prior to 2000 do not reflect the addition
of CSW.

CAPrrAL STRUCTURE as M sraol01
Tool Debi $153s3 mill. Due in s Yrs $4543 mill.
LT Debt $1aass mill. LT Interest $153 mill.

Ind. $2.26 bill. sewritized bonds.
(LT inletest eamad: 3.1x)

Leases, U capitalized Annual rentals $331 mill.

Pension Assets-1 ams $4.35 Bil. ouiig. $4.11 bill.

Pfd Stock $61 mill. PM Div'd $3mill.
607,044 she. 4%-5%. cumulative, callable at S102-

$11o.
Common Stuck400.006.022 she.
as olloralm
MARKET CAP: $19 billion (Large Cap)

ELECTRIC OPERATING STATISTICS
zoom 2007 gggg

* Real so *.7 *3. '.
usfmmllvm NA NA NA

AS u14mLmv& it) 3.57 3.75 4.50
Ia==wnm NA NA NA

m ) NA NA NA
Nllli' FwrI. NA NA NA
$Q1llpeClmwumus aW] +.6 +.a *1.3

pm-lu=c<w.nu 258 265244

Past
la Yr.

.5%

-.5%
-5.0%
-.5%

Past
5 Yrs.

-18.0%
-1 .0%
3.0%

-9.5%
-2.5%

ANNUAL RATES

M do to sh)
Revenues
ICash FIUN"
Eamings
Dividends
Book Value

Esl'd 'a4-'os
to '10-'12

3.0%
5. 0%
6.5%
7.5%
s. 0%

Cal-
nndar

GUARERLY REVENUES (5 mill.)
Mar.31 Jun.3l) Sep.30 Dec.31

Full
Year

2004

2005

goos

2007

2000

3364

3065

3108

3169

a1a0

3328

3594

3789

4000

3505

2899

2984

3196

3300

3408

2819

2936

3146

3300a4oo

14051

12111

12622

nana
14aoo

Cal-
ehdar

§ll(lllllg$pER5lllll£A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2005

2007

2008

.as

.57

.69

.23

.45.44

.46

J o

.90

.96

.Se

.75 .55

.80

.95

1.01

1.02

1.20

.54

.55

2.51

2.64

2.86

2.80

3.15

Cal-
andar

qulRTEgl_y mvmenns PAID I l 1
MBL31 Jun.30 Sen.30 Dec.31

Full
Year

2003

2004
2005

2005

2007

.35

.as

.as

.37

.39

.60

.35

.35

.37

.39

.35

.as

.37

.39

.41

.35

.as

.35

.37

.39

1.65

1.40

1.42

1.50

:l4.s5

6.90

3.15

1.57

Revenues per sh

"Cash Flw" per sh

Eamingsper sh A

Dlv'd mis perch .I t

39.00

u s

4.00

2.20

9.40

25.55

Cap'I Spending per sh

Book Value per sh c

u s
32.00

404.00 Common SheOutsfg ° 411.00

ems an
Linn
lies

Avg Ann'l PE Ratio

Relltlvi PE Ratio

Avg Ann'l Div'd Yield

110

.as

4.2%

14oo0

1275

Revenues ($mill)

nm Pr»fn (small)
16100

1620

33.0%

12.0%

Income Tax Rah

AFUDC % to nm Profit

33.0%

faux

59.0%

40.5%

Long-Tenn Debt Ratio

Common Equity Ratio

56.5%

43.0%

25325

J1s50

Tod Clpiial (swim
nu Plant l$mnl)

30500

37500

5.5%

12.0%

12.0%

Recur on Tail Cap'I

Rstum on Shy. Equity

Mum on Com Equity '

7.0%

120%

12.5%

3.6%

74%

16%

B6'L

1.1%

89%

NMF

NMF

34%

74'/4

2.4%

82°/»

4.5%

64'/l

5.7%

54%

5.2%

54%

5.7%

53%

sox
57%

5.5%

53%

Rehired to Corn Et

All Div'lli to nu Prof

5.5%

55%

Holdings (British Mildly) '01, sold SEEBOARD (British utility) '02;
sold Houston Pipeline '05. Generating souses not available. Fuel
costs: 37% of revenues. '06 depreciation rate: 3.5% Has 20,400
employees. Chairman, President s CEO: Michael G. Morris. In-
corporated: New York. Address: 1 Riverside Plaza, Columbus, Ohio
43215-2373. Telephone: 614-716-1000. lnlemd: www.aop.com.

BUSINESS' American Electric Power Company, Inc. (AEP).
through 10 operating utilities. serves about 5.1 million customers in
Arkansas, Kentud<y_ Indiana, Louisiana, Michigan. Ohio, Oklaho-
ma, Tennessee, Texas, Wginia, and West Virginia. Electric reve-
nue breakdown '06: residential, 30%, commercial, 22%, industrial,
20%, wholesale, 22%, other, 6%. Sold 50% stake in Yorkshire

C u r r e n t l y ,  m u c h  o f  t h e

a s s o c i a t e d  w i t h  a  $ 5 . 1

C a  i t a l  s p e n d i n g ,  f o l l o w e d  b y  r a t e  r e -

l i e s  s h o u l d  c o n t i n u e  t o  b e  t h e  k e y

d r i v e r  o f  A m e r i c a n  E l e c t r i c  P o w e r ' s

e a r n i n g s  g r o w t h .

c a p i t a l  s p e n d i n g  i s
b i  l i o n  e n v i r o n m e n t a l  p r o g r a m  t h a t  b e g a n

i n  2 0 0 4  a n d  w i l l  r u n  t h r o u g h  2 0 1 0 .  A s

t h e s e  e x p e n d i t u r e s  s t a r t  t o  w i n d  d o w n ,

t r a n s m i s s i o n  s p e n d i n g  w i l l  b e g i n  r a m p i n g

u p .  T h e r e  w i l l  b e  s o m e  s p e n d i n g  o n  g e n e r -

a t i n g  a s s e t s  a s  w e l l - S o u t h w e s t e r n  E l e c -

t r i c  i s  p r o p o s i n g  t o  b u i l d  a  c o a l - f i r e d  p l a n t

i n  A r k a n s a s - p l u s  t h e  u s u a l  e x p e n d i t u r e s

o n  t h e  d i s t r i b u t i o n  s y s t e m  t o  a c c o m m o d a t e

g r o w t h  i n  t h e  u t i l i t i e s '  s e r v i c e  a r e a s  a n d  t o

m a i n t a i n  s y s t e m  r e l i a b i l i t y .

T h e  u t i l i t i e s  h a v e  r e c e i v e d  s o m e  r a t e

o r d e r s  i n  2 0 0 7 .  P u b l i c  S e r v i c e  o f  O k l a h o -

m a  a n d  T e x a s  C e n t r a l  r e c e i v e d  r a t e  o r d e r s

t h a t  s h o u l d  b o o s t  p r e t a x  e a r n i n g s  b y  $ 2 0

m i l l i o n  a n d  $ 5 0  m i l l i o n ,  r e s p e c t i v e l y .  A P -

p a l a c h l a n  P o w e r  w a s \ § r a n t e d  a n  i n c r e a s e
o f  $ 4 8 . 9  m i l l i o n  i n V i r g i n i a  f o r  t h e  r e -

c o v e r y  o f  e n v i r o n m e n t a l  a n d  r e l i a b i l i t y

c o s t s .  M o s t  o f  t h e  r a t e  o r d e r s  h a v e  b e e n

b u t  t h e  T e x a s  c o m m i s s i o n  a l l o w e d

9 . 9 6 %  o n  t r a n s m i s -

b e l o w

t h e  1 1 . 2 5 %  r e q u e s t e d .

O t h e r  r a t e  c a s e s  a r e  p e n d i n g .  A E P ' s

u t i l i t i e s  i n  O h i o  a r e  s e e k i n g  a  t o t a l  o f  $ 5 0

m i l l i o n  i n  r a t e  r e l i e f  t o  r e c o v e r  s o m e

g e n e r a t i o n - r e l a t e d  e x p e n d i t u r e s .  ( I t ' s  s t i l l

a n  o p e n  q u e s t i o n  w h a t  w i l l  h a p p e n  t o

A E P ' s  c u s t o m e r s  i n  t h e  s t a t e  w h e n  r a t e

c a p s  e x p i r e  a t  t h e  e n d  o f  2 0 0 8 . )  A p p a -

l a e h i a n  P o w e r  i s  s e e k i n g  $ 9 7  m i l l i o n  i n

V i r g i n i a  f o r  c o s t s  a s s o c i a t e d  w i t h  f u e l  a n d

a  p r o p o s e d  g e n e r a t i n g  f a c i l i t y .

W e  e x p e c t  a  s o l i d  e a r n i n g s  i n c r e a s e  i n

2 0 0 8 .  a t e  r e l i e f  s h o u l d  b e  t h e  k e y  f a c t o r .

O u r  e s t i m a t e  i s  a t  t h e  m i d p o i n t  o f  A E P ' s

t a r g e t e d  r a n g e  o f  $ 3 . 0 0 - $ 3 . 3 0  a  s h a r e .

T h e  b o a r d  o f  d i r e c t o r s  h a s  i n c r e a s e d

t h e  d i v i d e n d .  T h e  b o a r d  b o o s t e d  t h e

q u a r t e r l y  p a y o u t  b y  t w o  c e n t s  a  s h a r e

( 5 . l % ) ,  t o  $ 0 . 4 1 .  W e  p r o j e c t  t h a t  s o l i d  d i v i -

d e n d  g r o w t h  w i l l  c o n t i n u e  t h r o u g h  2 0 1 0 -

2 0 1 2 ,  u t  t h a t  t h e  d i s b u r s e m e n t  w o n ' t  r e -

t u r n  t o  t h e  l e v e l  b e f o r e  i t  w a s  c u t  i n  2 0 0 3 .

A E P  i s  t a r g e t i n g  a  5 5 % - 6 0 %  p a y o u t  r a t i o .

W e  h a v e  a  n e u t r a l  s t a n c e  o n  t h i s

s t o c k .  T h e  y i e l d  a n d  3 -  t o  5 - y e a r  t o t a l -

r e t u r n  p o t e n t i a l  a r e  j u s t  a v e r a g e .  b y  u t i l i -

5 ;  s t a n d a r d s .

a u ]  E .  D e b b a s ,  C F A D e c e m b e r 2 8 ,  2 0 0 7

g o o d ,
E P  a n  R O E  o f  j u s t

Z i o n  i n v e s t m e n t  i n  t h e  s t a t e ,  w e l l

53.3
42.1

Target Price Range
2010 2012

12B

95
80
54

48
t o
32

24

16

12

"0-12

B++

earnings report due late Jan. (B) Div'ds histori- (D) In milL (E) Rate base: various. Rates a!I'd
Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) Excl. extra. gain (losses): '01, (26¢), '02, '04 & '05 EPS don'l add due to rounding. Next plan avail. (C) Ind. if tang. In '06: $14.17lsh.
($3.B6), '03, ($1.92), '04, 24¢, '05, (62¢), '06,
(20¢); '07, (20¢), gains (losses) on disc. ops.: Cally paid early Mar., June, Sept., & Dec. | on com. eq.: 9.98%-15.7%, earned on avg.
'02, (57¢), '03, (32¢), '04, 15¢, '05, 7¢, '06, 2¢. Div'd reinvest. plan avail T Shareholder invest com eq., '06: 12.1°/1_ Regular. Climate: Avg
o 2001, Value Line Publishing Inc. All rights reserved. Factual material is obtained lr0m sources believed to be reliable and is provided without warranties al any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscribers own, norrcommerdal, internal use. No part i
al it may be reproduced. resold, stored of transmitted in any printed, electronic or other form, or used lot generating of marketing any printed or electronic publication, service or product.
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NYSE-CHGCHENERGYGROUP 43.64
RECENT
PRICE

PIE
RAT\0 16.5(L':3::e§1§;3) 5883%30.98

DlV'D
YLD 4 . 9 %

VALUE
LINE

45.0
30.6

46.3
26.1

45.9
38.3

52.4
39.9

49.7
40.2

49.6
43.1

50.2
42.1

54,9
44.6

53.8
41.4

High :
Low:

31.5
28.8

439
29.8

1
TIMEUNESS 3 Raised 10l19l07

SAF EW Raised 12llll01

TECHNICAL 3 Raised Bl31ID7

BETA .90 (1.00=Mafkel)

Ann'l Total
Return

8 %
3 %

H'gh
Law

Price
5 0
4 0

2010-12 PROJECTIONS

Gain
( + 1 5 %l
( - 1 0 %

In s id e r  D e c is io n s
D J F M A M J J A
0 0 0 0 0 0 0 0 0
0 0 1 1 0 0 0 0 0
0 0 0 0 0 0 0 0 0

to Buy
Options
in Sell

2 0 1 1

x Dividendss*1 Sh
bntere Rate

Relative \Ce Strength
No

LEGENDS
w e
divided

Oionsr . .
haded area scales recession

1 1  I |  | l . l|..II]

.
I IIf'

l l
all11¥ |H 1"t-"~ 1lI"' I I s I i|

'Q

I
I,

.III  'Lu I

ll
174;

• of ll'
•

% TOT. RETURN 10/01
THIS VLARITH.

STOCK INDEX
6.1 12.9

19.9 50.1
17.9 145.8

1 yr.
3 yr.
5 yr

I I I

l I 1 I 1 I | I I

In s t i t u t io n a l  D e c is io n s
unooe 1Q2007 202007

55 ea 56
36 39 37

7948 8347 8641

toBuy
w Sell
Hld's(0w

12
8
4

Percent
shares
traded

I \ll lllll-I ll III I II l llIH ll l l  I 11 Ill Ill .llllllllll 'I ll II II I! M M I I II
2005 2006 2007 2008 © VALUE LINE PUB., INC1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

31.38

4.99

2.40

1.90

32.66

5.22

2,55

1.98

30.52

5.23

2.68

2.05

29.91

5.25

2 6 8

2.08

292B

5.33

2.74

2.10

29.28

5.69

2.99

2,12

30.11

5.80

2.97

2.14

29.86

5.83

2.90

2.16

30.95

5.92

2.88

2.16

45.83

5.49

3.05

2.16

44.52

5.50

3.11

2.16

43.29

4.18

2.12

2.15

51,1B

5 0 2

2.78

2 1 6

4.44

22.84

3.81

23.60

3.13

24.65

3.37

25.33

2.87

25.96

2.B4

26.87

2.54

27.61

2.71

28.00

2.76

28.73

3.58

29.38

4.14

30.33

4.50

30.31

3.79

30.B0

15.77 16.03 1695 17.24 17.50 1756 17.28 1s.86 16.85 15.36 16.36 16.05 15.75

10.7

.68

7.4%

11.2

.68

6.9%

122

.72

6.3%

10.0

.66

7.8%

10.2

. e t

7.5%

10.1

.63

7.0%

11.5

.56

6.3%

14.6

.76

5.1%

13.5

.77

5.6%

11,4

.74

6.2%

13.6

.70

5.1%

2 2 6

1.23

4 5 %

15.7

90

4 9 %

2004
5022

4 8 9

2.59

2.16

3,98

31.31

15.75

1 7 2

.91

4.7%

7915

43,4

418%

.9%

353%

59.1%

B34.4

7451

5.9%

54%

B6 %

6170

5.11

2,81

2 1 5

6303

4.83

2 5 6

2.15

72.95

5.10

Z6D

Z15

a0.90

5.40

2.s0

2.16

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div'd Decl'd per sh B l t

100.00

6.25

3.25

2.26

4 0 5

31.97

4,76

3254

5.70

33.05

5.40

33.65

Cap'l Spending per sh

Book Value per sh c

5.25

35.50

15.76 1575 15.76 15.76 Common Shs 0uts t 'g ° 15.00

1 6 5

ea

4 1 %

19.1

103

4.4%

Bold fig

Value

destin

mes are

Line

Otes

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

14.0

.95

5.0%

972.5

45.3

9934

41.4

1150

42.0

1275

45.0

Revenues ($milI)

Net Profit (Seal)

1500

48.0

363%

3 %

363%

1 5 %

40.0%

1.0%

40.0%

1 0 %

Income Tax Rate

AFUDC v. to Ne! Profit

40.0%

1.0%

39.5%

580%

3B.B%

5B,B%

42.5%

55.0%

44.5%

53.5%

Long-Term Debt Ratio

Common Equity Ratio

50.0%

48.5%

858.7

779.5

B71.B

B271

945

880

990
925

Total Capital ($mill)
Net Plant ($mill)

1100

1050

8 0 %

8 5 %

BB%

5.7%

7.7%

7.9%

5.5%

7.5%

8.0%

5.5%

8.0%

8.5%

Return on T0!aI Cap'I

Return on Shr,Equi ty

Recur on Com Equity  E

5.5%

s,s%

9.0%

520.3

55.1

503.5

52.5

521.9

51.8

749.9

54.2

728.4

54.1

595.5

35.6

805.7

45.4

32.3%

1.2%

35.3%

1.7%

35.8%

.8%

41.4%

1.4% 1.4%

36.5%

2.3%

401%

1 8 %

40.4%

53.3%

40.3%

53.3%

38.3%

55.3%

37.4%

56.1%

28.1%

64.6%

34.1%

81.5%

355%

818%

895.0

932.8

885.1

928.2

875.9

921.4

857.1

930.9

768.5

561.8

790.3

5 0 1 ]

7853

7075

7.4%

10.3%

10.9%

7.2%

9.9%

10,4%

13%

9.5%

10.0%

7.7%

10.1%

10.6%

8.1%

9.8%

10.2%

5.4%

7.0%

7.1%

6 5 %

90%

a w .

CAPITAL STRUCTURE as of 9/30/07
Total Debt $439.9 mill.  Due in 5 Yrs $77.0 mill.
LT Debt $403.9 mill. LT Interest $18.6 mill.

(LT interest earned: 4.2x)
Leases, Uncapltalized Annual rentals $3.1 mill.
Pension Assets-12/06 $359.6 mill. Oblig. $414.5

mill,
Pfd Stock $21.0 mill. Pfd Dlv 'd $1.0 mi ll.
210,300 she. 498%-4.96% cum., $100 par,
redeemable at $101-$107lsh.

Common Stock 15,762,000 she.
as of 11/1/07
MARKET CAN: $675 million (Small Cap)

Avg. lndust Revs.

~4.2
1377

N A
1 2 9 5
1 2 9 5
50 .0

+.9

+ 4 5
1407

N A
1204
1 2 0 4
57 .0
+1 .3

+2 . 1
1 4 0 7

N A
1051
1051
61.0
+1 .0

ELECTRIC OPERATING STATISTICS
= 2 0 0 4 2 0 0 s 2006
% Ch age Retail Sales (KWH)
Avg. E Use (ulwnlwd

w (0
Capacity at Peak [Mw
Peak Load, Summery w)
Annual Load Fader ( I
% Change Cuslnmers avg.)

4 0 8 3 2 83 7 4Fixed Charge Cay. (%)

Past
5 Yrs.

7 . 5 %
-3 . 5 %
- 2 , 5 %

Est'd '04-'UG
to '1 D-'12

9 . 5 %
4 . 0 %
3 . 0 %
1.0%

1 . 5 % 2 . 0 %

Past
10 Yrs.

7.0°/
-1 .0%

- . 5 %
. 5 %

2 0 %

ANNUAL RATES
01 change (per sh)
Rev enues
"Cash FIQW"
Eamings
Div idends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 JUn.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2007

2008

263.0

286.1

317.2

343.4

375

201.3

268.9

222.5

275.5

300

165.3

1B9.6

21399

271.0

300

161.9

227.9

239.8

260.1

300

791.5

972.5

993.4

1150

1275

Cal-
e nda r

EARNINGS PER SHARE A

Mar.31 J un.3 0  Se p.3 0 Dec.31
Full
Year

2004

2005

2005

2007

200B

.35

.41

.26

.33

.35

.28

.36

.55

.27

.35

.60

.74

.60

.63

.70

1.46

1.29

1.16

1.37

1.40

2.69

2.81

2.56

2.60

2.80

Cal-
endar

QUARTERLY DMDENDS PAID a l t
Mar.31 Jun.so Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

5 4

.54

2.16

2.16

2.16

2.16

3.1 %

73%

2.7%

76%

2.5%

77%

3.1%

73%

3.1%

71%

NMF

102%

2.0%

78%

1 1 %

81%

2,0%

77%

1 2 %

B5%

1.5%

84%

2,0%

79%

Retained to Com Et

All Div'ds to Net Prof

2.5%

73%

Elec tr ic  revenue breakdown, 'OS: res ident ia l,  51%, commerc ia l,

32%, industr ia l,  7%, other,  10%. Generat ing sources, '06: hydro,

3%; purchased, 97%. Fuel cos ts :  86% of  revenues.  '06 reported

deprec ia t ion ra te  (ut i li ty ) :  3 .0°/ . Cha i rma n,  P re s i de nt  &  CEO:

Steven V. Lent. Inc.: NY. Address: 284 South Ave., Poughkeepsie,

NY 12801-4879. Tel.: 845-452-2000. lnlemet: iAmw.chenergy.com.

BUSINESS: CH Energy Group, Inc. is  a holding company for Cen»
teal Hudson Gas & Electric, which provides electricity and gas in the

Mid-Hudson Valley region of New York State (79% of 'OG income).

Customers: 293,000 electric , 71,000 gas. Gri ff i th Energy provides

gas, oi l, electric i ty, & propane to over 100,000 customers in North-

eas t  (4% o f  '06  income).  Inves tments  were  17% o f  '06  income.

November SQ 2007

just from troubled operators. This is a
fragmented industry with a lot of family-
owned businesses, and some very success-
ful owners have approached Griffith be-
cause they want to cash out as they
prepare for retirement.
Finances are solid. The common-equity
ratio should remain high even though
Central Hudson has added some debt to fi-
nance its capital spending needs. Also, the
fixed-charge coverage is well above the in-
dustry average. The company merits a Fi-
nancial Strength rating of A.
High-quality CH Energy stock offers
an above-average yield, even by utility
standards. This reflects the fact that the
dividend hasn't been raised since the late
1990s. Although we project that dividend
growth will resume over the 3- to 5-year
period, because the stock is already trad-
ing well within our 2010-2012 Target Price
Range, total-return potential over that
t ime is subpar. CH Energy has been
viewed as a takeover candidate for several
years, but we do not advise investors to
purchase this equity with the hope that a
buyout will occur.
Paul E. Debbas, CFA

We have cut our earnings estimates
for CH Energy Group. We had expected
third-quarter earnings to decline from the
unusually high level of 2006, but the drop
was steeper than we had estimated. In ad-
dition, Central Hudson Gas and Electric is
experiencing decelerating customer
growth, which stems from the troubles in
the housing market. This has caused elec-
tric and gas sales to fall below the levels
that were assumed in the utility's last rate
order, which was issued in 2006 and is in
effect until mid-2009. On the nonutility
end, the company's ethanol plant is experi-
encing a difficult commodities market, al-
though it should be noted that this is a
small equity investment, at just $2.7 mil~
l ion. Putt ing i t  al l  together,  we have
lowered our 2007 share-earnings estimate
from $2.70 to $2.60 and have reduced our
2008 forecast from $2.85 to $2.80. The
stock is ranked 3 (Average) for Timeliness.
The company's Griffith Energy sub-
sidiary continues to expand through
acquisitions. This heating oil distributor
has spent approximately $16 million on
eight acquisitions so far in 2007. There are
ample opportunities for expansion, and not

47.1
38 .9

T a r g e t  P r ic e  R a n g e
2 0 1 0 2 0 1 2

120
100
80
54

48

32

24
20
16

12

'I0-12

Company's Financial Strength
Stork's Price Stability
Price GrovNh Persistence
Earnings Predictability

100
(A) Diluted earnings. Excl. nonrecurring gains: inks report due late Jan. (B) Div'ds historically '06: $299.2 mill, $1B.981sh. (D) In mill.
'92, 10¢, '02, 12¢, '06, 1'l¢, gain from discon- paid in early Feb., May, Aug., and Nov. I D i v d (E) Rate base: Net orig. cost. Rate allowed on
linked operation: '02, 29¢. '05 8. 'DO earnings reinvestment plan available. t Shareholder in- com. et. in '06: 10.6°/1, earned on avg, com.
don't add to total due to rounding Next eam- vestment plan available. (C) Incl. intangibles. In eq, '06: 8.0%. Regulatory Climate: Average.

o 2007, Value Line Publishing, Inc All rights resented. Factual material is obtained from sources believed to be reliable and is provided without warranties of =",3 kind
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. lot subscriber's own, non-cummerdal, internal use. o part
ml it may be reproduced, resold. stored or transmitted in ally printed. electronic or other in rm,

Thisxublication is strictly
or use fa generating nr marketing any printed Ur electronic publication. ser rice of product.i
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CENT.VER NYSE-cv
RECENT
PRICE 28.30

PIE
RATIO 18.7(:."3::3§333) 1.11

RELATIVE

PIE RATIO

DIV D
YLD 3 . 3 %

VALUE
LINE

144
9.8

13.0
9.8

'¥~.a

19.6
11.6

197
157

24.5
16.5

24.1
18.5

23.7
15.3

23.9
16.1

41.1
22.54

3
TIMEUNESS Luwefed 11/15107

S AF E W Raised 917101

TECHNI CAL 3 Lnwered 11l2I0'I

BErA 1.00 (1.00=MarkeI)

H`gh
Law

Price
3 5
2 5

Ann'l Total
Return

9 %
1 %

2010-12 PROJECT IONS

Gain
( + 2 5 % l
( - 1 0 %

to Buy
Opiinns
Tb Sell

Insider Decisions
D J F M A M J J A
0 0 0 0 0 0 0 0 0
0 0 0 5 0 0 0 0 0
0 0 0 3 0 0 0 0 0

I n s t i t u t i o n a l  D e c i s i o n s

4411005 102007
3 7 49
2 4 2 4

3 3 2 2 3520

202001
6 2
3 5

5 0 0 9

to Buy
w Sell
Hld's(II00
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1999
36.61

2.76

1.28

.ea

1.37
16.05
11.47

9.5

.54

7.2%

419.8

16.6

38.5%

.2%

44.9%

48.5%

319.4
314.7
5.8%

7.9%

a.0%

I al

l l II
I I

llII
l l  .  I |, 1.11 I I
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20o2 2003 2004 zoos 2006 2007 200s VALUE UNE rue, mc2001

26.05

2.39

. 93

.88

1.41

15.81

11.61
17.8

.91

5.3%

302.5

12.4

43.4%

1 %

45.5°/»

4a.4%

379.2

308.6
5.0%
5.0%
5.8%

1998
25.51

1.64

.18

.ea

1.59
15.63
11.46
NMF

NMF

6.8%

303.8

4.0

3.5%
2.5%

34.1%
57.5%
311.5

319.9

2.9%

1.9%

1.1%

2000
29.02

2.60

1.14

.ea

1.40

16.57

11.51

9.1
.63

8.0%

333.9

14.a

39.5%

.7%

43.7%

50.0%

381.7

311.0

5.7%

6.9%

6.9%

1991 1992 1993 1994 1995 1995 1997

21.60

2.17

1.65

1.39

24.59

2.96

1.11

1.39

24.15

2.94

1.54

1.42

23.63

2.69

1.29

1.42

24.a1

2.97

1.41

.B0

25.24

2.91

1.41

.54

26.68
2.81
1.32
.so

1.15

14.03

1.83

14.21

1.11

15.03

1.93
14.56

1.84
15.51

1.65

16.19

1.21
15.38

10.81 11.20 11.56 11.73 11.59 11.52 11.42

11.4

.73

7.3%

12.6
.76

6.4%

14.3

.BE

6.0%

12.3

.81

a.9%

9.3
.62

5.8%

9.5
.60

6.3%

9.3

.54

1.2%

25.s4
3.01
1.54
.ea

25.92
2.80
1.41
.so

24.78
2.56
1.25

.92

25.35
1.42
.08
.92

32.15

3.41

1.63

. 92

32.05
3.00
1.40
.92

33.65

3.15

1.50

.92

Revenues per sh

"Cash Flat" per sh

Eamlnys Pu sh A

Dw'd Ded'd per  sh I I

35.50

1 3 0

1.65

.92

1.23
16.B3

1.28

11.a9

1.65
1a.49

1.43
17.70

1.92

17.70

3.50

11.40

2.40
19.00

Cap'l Spending per sh
Book Value persh c

a s s

21.20

11.14 11.81 12.19 12.2a 10.13 10.30 10.40 Common She Outsfg ° 10.70

11.4

.so

5.0%

14.3
.sz

4.4%

11.1

.90

4.3%

NMF

NMF

4.6%

12.7
.59

4.4%

SDH Hg

"h r

visIn
LMI
:Les

Avg Am'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yldd

1a.o
1.20

11%

303.4
20.0

306.0

15.4

302.2

15.6

311.4
1.4

325.7

18.50

ask

15.0

350

15.0

Revenues ($mlllI

nu  mm ( small )

Jo
11.0

37.8%

.5%

32.0%
1%

18.4%
1.3%

18.4%
7.4%

35.1%
.8%

35.0%

1.0%

3 5 0 %

1.0%

leon Tax Rita
AFUDC % to nu mm

35.0%
1.0%

41.0%

54.1%

37.6%

57.8%

35.8%
60.4%

34.7%

5 1 8 %

39.2%

57.3'/»

40.0%

57.0%

40.5%
5s.5%

Long-Term Debi Ratio

Common Equity Ratio

39.0%

ss.0%

3853
304.6

365.7

298.7

313.4

299.5
351.5

301.2

3 1 3 0

308.8

325

: J o

350

J J 5

nm Capital (s-nun
Nd Plant ($mil1)

390
so

7.2%

9.3%

9.3%

6.6'/»
B.0%
8.1%

5.4%
5.5%
w s

1.4%

. a x

.5%

7.1%

9.7%

10.1%

6.0%

7.5%

7.5%

5.5%
7.5%
1.0%

Recur on Total Cap'I

RM1m on Shi. Equity

Recur on Com Equity E

6.0%

7.5%

l . 0 %

CAPITAL STRUCTURE as al Gl3lll0ll
Total Debi s1aa.2 mill. Due In 5 Yrs $38.4 mm.
LT Debt $116.0 mill. LT lnunst s1.a mill.
Ind. s5.2 mill. capitalized leases.
(LT inlussl earned: 3.7x]
Pension Assets-1 me $85.1 mill. on ng.$103.9
mill.
Ha sud: $10.1 mill. Pfd DlV'd5.4mill.
Ind. 37.856 she. 4.15%: 10.000 she. 4.65%;
11_sa2she. 4.15%.15,000 she. 5.375%. 50,000
she. a.30v , all cum. and s10o par.
CommonStock 10,194,531 she. as ol1/31/07

MARKET CAP: Sm million (Small Cap)

n n u L & ¢ f = ¢ " ' x

g o o s
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N A
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4 6 9
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NUM

4 1 0

425
11509

818
NA
NA
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ELECTRIC OPERATING STATISTICS
1 0 0 4 z o o s

* RAhi9l¢s
AQIMQUEMVM
w ~ » g r , g , = ' g , (¢l

Pu( Loa www-an

Xumg¢ol§m»mlE 44)1,
n 334247 61Fid CW. in

Pas!
la Yr;

1.0%
-1 .5%
-3.5%
-1.0%
1.5%

ANNUAL RArES
d change (per sh)
Revenues
"Cos.h Flow"
Eamlngs
Dividends
Book Value

E¢t'd '04-'06
M '10-'1 z

4.5%
5.0%
9.0%

Nil
3.0%

Past
5 Yrs.
-2.0%
-1.0%
-2.5%
1.0A
2.0%

Cal-
andar

QUARTERLY REVENUES (S mill.)

Mar.31 J u n . 3 0  S e p . 3 I l  De c . 3 1
Full
Year

2004

zoos

goos

2001

20os

1 1 . 1

85.6

B4.5

s 6 . 1

91 . 0

72.8

75.0

1 9 . 9

79.2

87 . 0

67.6

75. 1

79.0

11. 4

11 . 0

B4.1

1 5 . 1

82.3

86.7

91 . 0

302.2
311.4
325.7
330
350

Cal-
endar

EIRNIIG SPERSHARE*

M a r . 3 1  J u n . 3 0  S e p . 3 Dec. 31
Full
Year

2004

2005

goos

2001

2001

. 14

. as

. 57

. t o

. 34

. 2 2

. 6 5

. 41

. 3 5

. 2 6

. 21

. 08

. 04

. 1 5 . 4 5

. 51

d. 41

. 32

. 5 5

. a s

1. 25

.OB

1.63

1.40

1.50

Cal-
sndar

QUARTERLY DIVIDENDS PAID51

M ar . : ! 1  Jun . 30  Ssp . 3 IJ  Dec . 31

Full
Year

2003
2004
goos
zoos
2007

.22

.23

.23

.23

.23

.22

.23

.23

.za

.23

.22

.23

.23

.23

.23

.22

.23

.23

.pa

.23

. as

. 92

. 92

. 92

2.4%
74%

NMF

NMF

2.5%

72%

1.5%
to%

5 %

92%

3.9%

61%

3.2*
63%

1.5%

78%

NMF
NMF

4.6%
55%

2.5%
69%

3.0%
62%

Rehinid lo Cam Eq
All Div'lls lb N24 Prof

3.5%

57%

29% entitlement to Vermont Yankee Nudear plant output. Divested
Connecticut Valley Electric Co.. 1104. 'cs depredation rate: 3.2%.
Hes 535 employees. Chairperson: Mary Alice Md(enzie. President
& Chief Exe¢:u'live Officer. Robert H. Young. Incorporated. Vermont.
Address: 77 Grove St., Rutland, Vermont 05101. Telephone: a02-
773-2711. Internet: wwv.cvps.com.

BUSINESS: Central Vermont Public Service Corporation supplies
electricity to 153.000 customers in a large portion of Vermon'L 2006
electric retail revenues: residential, 38%; commercial, 32%: indus-
trial, 12%, other, rev.. 'cs Generating sources: nuclear, 54%,
hydro, 38%, other, 8%. Purchased power costs: 52% M 'as me
hues. Owns 47% at Vermont Electric Power Company and has

million to be

deliveries on one year's notice if hydro con-
ditions worsen. Negotiations for renewal of
both agreements are under way. To pro-
tect its supply, management is studying
the feasibility of building a gas-fired plant
with other utilities. is purchasing power
on the wholesale market, and is buying en-
ergy from cow wa;.te.
We look for lower earnings in 2007.
Vermont Yankee's downtime or refueling
hurl second-quarter results. Other nega-
tives include the sale of excess power at
low prices and a storm in April that
boosted maintenance costs. Despite higher
rates and fewer common shares outstand-
ing, we estimate 2007 earnings will fall
14% to $l.40 a share. An order on the
aforementioned rate request points to im-
provement in 2008. The stock is untimely.
These shares have little to offer utility
investors. The year-ahead yield is a full
percentage point below the industry norm,
and we don't expect a dividend hike in the
scope of our 3- to 5-year horizon. What's
more, it may be a while before major
rating organizations restore CV's finances
to an investment-grade level.
Arthur H Medalie November30, 2007

Central Vermont Public Service
awaits an order on its application for
higher rates. It asked for an increase of
$l2.6 operative next Febru-
ary let. The hike is needed to offset a
decline in prices received from the sale of
excess energy into the wholesale market
and to recover higher transmission costs.
In addition, CV seeks to recoup 2007 capi-
tal expenditures that have been raised to
$26 million from last year's $18 million
and will likely remain at the higher level
for some time to come. The proposal also
includes a power cost adjustment mechan-
ism and sharing of earnings with custom-
ers. Too, it recommends a plan for making
rate adjustments over a three-year period
without the need for periodic rate re-
quests. A regulatory order on the filing is
expected shortly.
The company is heavily dependent on
two energy sources. CV receives 40% of
its requirements from Energy's Vermont
Energy nuclear plant's output. The owner
is expected to seek an extension of the op-
erating license, which expires in 2012.
Hydro Quebec provides another 29% of the
company's needs, but it can reduce

Target Price Range
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CLECO CORPORATI0N NYSE-GNL 27.25
RECENT
PRICE

PIE

RATIO

21.0
14.ol18.0(8:3::s§ .07

RELATIVE 1
P1E RATIO

DIV'D
YLD 3.3%

VALUE
LINE

17.8
14.1

28.3
15.1

27.3
19.2

- - -V

24.9
9.7

18.4
11.0

20.8
16.2

24.4
18.9

26.2
20.5

29.8
22.14

3
TIMEUNESS Raised arms

SAF EW Luwered18/03

TECHNICAL 3 Raised 12l28l07

BETA 115 (1.00=Marke()

2010-12 PROJECTIONS
_ . Ann' ITo ta l

Price Gem Return
High 3 5 ( + 3 0 % 1 0 %
Low 2 0 ( - 2 5 % - 2 %

Insider Decisions

ill Buy
Options
to Sell

F M A M J J A S O
0 0 0 0 0 0 0 0 0
0 0 0 4 0 0 0 1 0
0 0 0 1 0 0 0 0 1 0

In s t i t u t io n a l  D e c is io n s

1moo1 2a2l>07 3q2M1
to Buy SB 96 97
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2001

23.55

2.94

1.51

.87

1 1 0

1069

44.96

14.6

.75

3.9%

1058.5

72.3

M.7%

16.7%

55.2%

42.4%

1134.7

1224.7

8.6%

14.2%

14.6%

2003 2004 2005 2006 2007 2008 ©VALUE LINE PUB., INC2002
15.33

3.05

1.52

.90

1.91

11.77

47.04

12.2

.67

4.8%

721.2

74.2

36.9%

12.6%

60.0%

38.2%

1448.7

1586.2

7.1%

12.8 h

13.1%

1991 1992 1993 1994 1995 1996 1997 1998 1999

7.58

1.76

.96

.as

7.88

1.78

.97

.69

8.54

1 .74

.89

.71

B.48

1.B5

.96

J o

B.79

1.99

1.04

.75

9.70

2.11

1.12

.77

10.16

2.18

1.09

.79

11,46

2.28

1.12

.81

17.12

2.36

1.19

.83

1.23

6.76

144
7.06

1.15

7.29

1 2 4

7.56

1.29

7.91

1.43

8.30

1 Jo

8.6B

2.09
907

3.99
9.44

44.48 44.61 44.77 44.78 44.85 4491 44,93 44.97 44.88

1 0 ]

.68

6.4%

12.5

.76

5.7%

14.3

.84

5.5%

12.1
.79

8.2%

118
,78

6.2%

11.9

.75

5.8%

12.5

.72

5.8%

14.4

.75

5.0%

13.4

.76

5.2%

2000
18.23

2.77

1.48

.85

2 5 2

10.04

44.99
13.2
.86

4.4%

820.0

69.3

33.5%

12.1%

57.9%

39.7%

1139.2

1232.8

8.3%

14.4%

14.9%

18.54

2.98

1.26

.90

15.03

2.56

1.32

.90

1841
2,76
1.42
.90

17,38

2.70

1.36

.90

17.10

2.85

1.30

.90

18.85

3.05

1.50

.90

Revenues per sh

"Cash Flow" per sh

Earnings  perch A

Div'd DecI'd per sh s l 1*

23.00

4.00

2.00

1.30

1.58

10.09

1.61

10.83

3.19

13.69

4.11

15.22

8.65

16.25

5.40

17.00

Cap'l Spending per sh

Book Value per sh c

1.75

19.50

47.18 49.62 49.99 57.57 60.00 61.00 Common Shs 0uts t 'g n 64.00

12.4

.71

5.8%

13.8
.73

5.0%

15.0
.80

4.2%

17.3

.93

3.8%

Bald fig

Valu

destin

"Gs are
Llne
ales

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.0

.95

4.8%

87465

61.2

745.8

66.1

920.2
75.0

1000.7

74.7

1025

80.0

1150

90.0

Revenues ($mill)

Net Profit ($mill)

1475

130

37.2%

5.8%

35.2%

7.5%

39.2%

4.3%

36.0%

14.2%

38.5%

53.0%

38.5%

55.0%

Income Tax Rate

AFUDC % to Net Profit

38.5%

4.0%

64.4%

33.8%

44.5%

53,1%

46.3%

52.0%

40.9%

57.8%

45.5%

54.5%

51.0%

49.0%

Long-Term Debt Ratio

Common Equity Ratio

50.0%

50.0%

140B5

1417.1

1011.6

1050.0

1315.9

118B,7

1515.6

1304.9

1790

174o

2115

1985

Total Capital ($lnill)

Net Plant ($mill)

2475

2050

6.7%

12.2%

12.5%

B.9%

11.8%

11.9%

7.1%

10.6%

10.7%

6.3%

8.3%

8.3%

5.5%

8.0%

8.0%

6.0%

9.0%

9.0%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity E

7.0%

10.5%

10.5%

455.2

52.5

515.2

53.8

768.2

56.8

34.5%

1.5%

33.1%

3.2%

32,4%

105%

46.2%

49.2%

43.6%

51.9%

56.2%

41 ,0%

792.1

1025.6

788.2

1089.8

1032.1

1211.6

8.1%

12.3 /n

12.9%

8.3%

12.1%

12.7%

6.9%

12.5/>

12.9%

CAPITAL STRUCTURE as of 9/30/07
Total Debt $779.1 mill.  Due in 5 Yrs $275.5 mill.
LT Debt $854.1 mill. LT Interest $43.2 mill.
(LT interest earned: 3.4x)

Leases, Uncapltalized Annual rentals $5.4 mill,
Pension Assets-12/06 $250.5 mill. Oblig. $267.3

mill.
Pfd Stock $1 .0 mill, Pfd Div 'd $.1 mm.
Includes 10,288 shares 8.125%, each convertible
into 9.6 common shares, callable al $100.B125.
Common Stack 60,007,352 she.
as of 10130107
MARKET CAP: $1.5 billion (Mid Cap)

+2.4
4 4 9 6
7 .55

2124
2137
56 .0

+ 5

-.2
4 2 4 5
7 .22

2030
2014
57.2

+.8

+2 .6
4 1 9 4
5.67

2 1 9 0
1940
60 .0
+1 .8

ELECTRIC OPERATING STATISTICS
2 0 0 4 2005 2006

% cho?Reran Sales (KWH)
Avg. In us). Use n)wHlwH
Avg. Induct Revs. per (¢)
Capacity at PeakIMp
Peak Load, Summer S w)
Annual Load Factor( I
% Change Cuslumas avg.)

174 2 4 7 2 2 7Fixed Charge Gov. ("/»)

Past
5 Yrs.
-3.0%
-.5%

Past
10 Yrs.

6.5%
3.0%
3.0%
2.0%
5.5%

ANNUALRATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Est'd '04-'06
to'1 o-'12

5.0%
7.0%
6.5%

1.0% 6.5%
5.5% 6_5%

Cal-
endar

QUARTERLY REVENUES (s mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2005

2007

2008

166.6

172.1

223.4

223.8

255

229.4

283.7

294.1

311 .7

350

183.5

270.3

232.2

228

260

165.3

194.1

251.0

261.5

285

745.8

920.2

1000.7

1a25

1150

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J Un.3 0  Se p.3 0 Dec.31
Full
Year

2004

2005

200s

2007

2008

.27

.03

.19

.19

.25

.22

.40

.44

.25

.a s

.58

.82

.50

.72

.65

.26

.18

.23

.14

.25

1.32

1.42

1.36

1.30

1.50

Cal-
endar

QUARTERLY DIVIDENDS PAID B I T

Mar.31 Jun.30  Sep.30 Dec.31

Full
Year

2003
2004

2005

2006

2007

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.90

.90

.90

.90

3.9%

71%

3.8%

71%

4.2%

69%

6 5 %

57%

6.5%

57%

5.6%

58%

3.5%

72%

3.9%

68%

4.1%

62%

3.0%

65%

2.5%

68%

3.5%

60%

Retained to Cam Eq

All Div'ds to Net Prof

3.5%

64%

product  indus tr ies .  Generat ing sources ,  '06:  coal & ligni te ,  31%,

gas & oi l,  13%, purchased, 56%. Fuel costs: 64% of revenues. '06
reported depress. rate (uti li ty): 33%, Has 1,200 employees. Chair-

man: J. Patrick Garrett. President & CEO: Michael H. Madison. Inc.:

Louis iana.  Address :  P.O. Box 5000,  Pinev i lle ,  Louis iana 71361-

5000. Tel.: 318r484»7400. Internet: www.cleco.com.

BUSINESS: Cleco  Corpo ra t i on i s  a  ho lding company  fo r  Cleco
Power,  which supplies  e lec tr ic i ty  to  about  268,000 cus tomers  in

cent ra l Louis iana.  Through subs idia r ies  has  about  1 ,350 mega-

wam o f  who les a le  c apac i t y .  E lec t r i c  rev enue  breakdown,  '06 :

res ident ia l,  46%' commerc ia l,  23%, industr ia l,  16%, other,  15%.

L a rge s t  i ndus t r i a l  c us to me rs  a re  pa pe r  mi l ls  a nd o the r  wo o d-

prison probably wasn't enough to
prevent a profit decline in the year
that is just ending. Earnings fell sharply
in the first half of 2007 because in the first
half of 2006 Cleco recorded income from
Calcine's letters of credit following its
bankruptcy filing. Also, in the second peri-
od of 2007, the utility incurred $0.;)6 a
share in costs associated with a scheduled
maintenance outage at a base-load genera-
ting plant. The stock is ranked 4 (Below
Average) for Timeliness. Our share-net es-
timate is at the upper end of Cleco's guid-
ance of $1.20-$1.30.
We look for higher earnings in 2008.
There is likely to be an increase in the al-
lowance for funds used during construc-
tion as the building of Rodemacher 3 con-
tinues. We expect modest growth in
kilowatt-hour sales, too. Cleco has not yet
established an earnings target for 2008.
We don't recommend this stock. Its
yield is a bit below average for a utility,
and dividend growth isn't likely to resume
for a few years. Also, the stock is trading
well within our 3- to 5-year Target Price
Range.
Pau] E. Debbas, CFA December 28,2007

Cleco's Rodemacher Unit 3 project is
on schedule and on budget. Cleco ex-
pects to spend $1 billion to build the 600-
megawatt solid-fuel facility, which will
probably use petroleum coke as the pri-
mary fuel source. The company will fi-
nance construction with the proceeds from
a 2006 stock sale, debt, and the cash re-
ceived from the resolution of a bankruptcy
claim against Calpine (which was a part-
ner in the Acadia gas-fired project that is
still 50%-owned by Cleco). Once the plant
enters commercial operation in the fourth
quarter of 2009, it will lessen the utility's
reliance on costly and volatile gas and pur-
chased power. Even with the new plant,
however, Cleco will still need additional
capacity, so the company is now evalu-
ating the submissions that resulted from
its request for proposals.
Cleco plans to file a rate ease in the
fourth quarter of 2008. This would en-
able it to place Rodemacher 3 in rates. The
new unit would essentially double the size
of the utility's rate base. Cleco hasn't had
a base rate increase since 1985, more than
20 years ago.
A strong third-quarter earnings com-

T a r g e t  P r ic e  R a n g e

Mn lllll HI

»| Company's Financial Strength
split. (E) Rate base: Net orig. cast. Rate all'd Stock's Price Stability

(A) Primary EPS through '95, then diluted
Exd. norrrec. gains (losses): '00, 5¢, '02, (5¢),
03, ($2.05), '05, $2.11, '07, $1,22, losses iron Feb., May, Aug.,  and Nov. I
disc. ops.: '00, 14¢, `01, 4¢. '04 & '05 EPS

2007. Value Line PLc>lishinq, Inc. All riots reserved. Factual material is obtained hum sources believed to be reliable and is provided without warranties at any kind
THE PUBLISHER IS NOT RE PONSIBLE OR ANV ERRORS OR OMISSIONS HEREIN. non-commerdal, internal use. No pan
Rf it may be reproduced. resold, stored or transmitted in any printed, electronic Ur uMe tum, service or product

don't add due to rounding. Next egg. report due dead chge. In '06: $5.30lsh. (D) In mill adj. for
late Feb. (B) Div'ds historically paid in mid

Div'd reins. plan on com. et. in '06: 11.65%, earned on avg Price Growth Pers is tence
avail. t Shareholder invest. plan avail. (C) Ind. com. eq., '06: 9.3%. Regulatory Climate: Avg. 1 Eamings Predictability

'lhisrublication is strictly for subscribers own,
Ur use lot generating or marketing any printed Ur electronic pubNcaliuu,
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NYSE-ED 41.50
RECENT
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RELATIVE
PIE RATIO
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YLD 4.9%

VALUE
LINE

53_4
33.8

39.5
26.2

43.4
31 _4

454
32.7

46.0
36.6

45.6
37.2

49.3
41.1

49.3
41.2

52.9
43.1

High:
Low:

34.8
25.9

41.5
27.0

1
TIMEUNESS 3 Raised BI11I08

SAFEW New 7l27l90

TECHNICAL 4 LnwHed 11l2l07
BETA .75 (1.00=Marke\)

2010-12 PROJECTIONS
Ann'l Total

Recur
8%
3%

Price Gain
High 55 (+15%¥
Low 45 (-5%

insider Decisions
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0 0 0 0 0 0 0 0 0
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Options
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2002
39.55

5.44

3.13

2.22

5.5B

27.68

213.93

13.3

.73

s.3%

B4B2.0

682.1

36.9%

2.2%

50.1°/l
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12302

13329
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2008 e vALue UNE PUB., mc2005

47.55

5,27

2.99

225

5.59

29.a0

245.29

151

80

5.0%

11690

719.0

33.5%

2.2%

495%

490%

14921

17112

5.3%

9.6%

9.7%

2008
41.14

5.28

2.95

2.30

7.17

31.09

257.45

15.5

.84

5.0'/l

12137

149.0

35.2%

1.6%

50.2%

4B.5%

16515

1a445

6.0%

9.1%

9.2%

2007
4a.05

5.75

130

2.32

7.35

u.25

272.00

Bold ft
Vllllc
eslin

13070

sao

35.0%

3.0%

48.5%

5o.5%

11135

10145

6.5%

9.5%

9.5%

2001
45.41

5.70

3.21

2.20

5.20

26.71

212.15

12.0

.so

5.ll"/l

9634.0

695.8

40.0%

1.3%

48.2*

49.6%

11417

12248

l̀.8'/»

11.a%

12.0%

2003
43.51

5.12

2.B3

2.24

5.72

28.44

225.a4

14.3

.so

5.5%

9827.0

639.0

33.7%

4.2%

50.4%

4a.0%

13369

15225

5.3%

9.6%

9.8%

2004
40.24

4.54

2.32

2.28

5.60

29.09

242.51

18.2

.96

5.3%

9758.0

550.0

34.3%

1.7%

47.4%

51.0%

13828

16106

5.6%

7.7%

78%

1991 1992 1993 1994 1995 1995 1997 1998 1999 2000
25.72

3.90

2.32

1.86

25.36

4.06

2.45

1.90

26.73

4.38

2.66

1.94

27.13

4 . n

2.98

2.00

27.82

4.87

2.93

2.04

29.62

4.97

2.93

2.08

30.24

s.oa

2.95

2.10

30.46

5.29

3.04

2.12

35.04

5.74

3.13

2.14

44.48

5.51

2.14

2.18

3.39

20.1a

3.40

20.89

3.37

21.63

3.22

22.62

2.95

23.51

2.87

24.37

2.78

2s.1a

2.66

25.88

3.17

25.31

4.52

2s.a1

228.33 233.93 234.37 234.91 234.96 234.99 235.49 232.83 213.81 212.03

10.a

.69

7.5%

11.9

.72

6.5%

13.1

.77

5.6%

9.3

.so

7.2%

s.a

.66

1.1%

10.1

.63

7.0%

10.9

.63

6.5%

1s.s

.to

4.6%

14.0

.a0

4.9%

12.0

J o

6.6%

49.25

5.10

140

E u

Revenues per sh

"Cash Flor" per sh

Eamings per sh A

Dlv'll Ded'dpersh | l

53.95

s.a0

3.50

2.40

1_45

$5.90

Cap'l Spending w sh
Book Wue pr shc

5.10

40.60

27a.w Common She Outsfg moo
ws In
Una
lies

Avg Ann'l PIE Ratio

Rdiiivl PIE Ratio

Avg Ann'I Div'd Yldd

14.5

.95

4.8%

13450

9:0

Revenues ($mIII)
nu rm (small)

1saa0
n o

35.0%

3.0%

lncoma Tax Rah

AFUDC 'L to nu mm

35.0%

3.0%

48.0%

51.0%

Long-Tenn Debi Ratio

Cannon Equity Ratio

41.0%

52.5%

19220

20245

no capful lsmm)
t4¢4Plant(smlln

21sos

22950

s.sx

9.5%

9.5%

Recur on Total Cap'I

Recur on Shr. Equity

Return on Com Ellul!y °

5.0%

l.5%

1.5%

7121.3

712.8

7093.1

729.8

7491.3

114.2

9431.4

596.4

34.8%

.sec

35.8%

.5%

34.3%

.8%

34.8%

1.2%

40.1%

56.8%

39.2%

58.4%

44.4%

53.1%

4a.6%

49.1%

10437

11267

10325

11407

10186

11a54

11137

11893

5.4%

11.4%

11.7%

B.5%

11.6%

11.8%

8.6%

12.6%

12.9%

1.0%

10.4%

10.7%

CAPITAL STRUCTURE as d sm101
Tall Debt $9190 mil l .  DUI In s Yrs $2905mill.
LT Debt S111a mill. LT Intense s50s.0 mill.
(LT interest earned: 3.6x)
Pension Assets-12/05 $8.1 bill. Ohllg. sa.sbill.

n
Pia Slack $212.6 mill. PM 0iv'll $12.5 mill.
1,915,319 she. $5 cum. nu par, II. $105 a sh.,
375,626 she. 4.65% mm. $100 par, call. $101 10
$102.50 a sh. Sinking Fund ends 2009.

Common Stock271,515,822 she. as d111131101
MARKET CAP: $12.9 billion (Large Cap)
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NA
NA
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11327
NNAF
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2006
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NA
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13059
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+ 3

ELECTRIC OPERATING STATISTICS
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U 291312257Fund CW. (*)
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1.0%
5.0%

ANNUAL RATES
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Revenues
"Cash Flow"
Eammgs
Dividends
Book v lie
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1.5%

-2.5%
-2.0%
1.0%
3.0%
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10 Yr.

5.0%
.5%
-.5%
1.0%
2.5%

Cal-
endar

QUARTERLY REVENUES is mil.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

goos

2007

20os

2181

3108

2824

29ao

3200

2164

240s

2555

3029

2a50

2734

3375

3441

3643

:ala

2679
2801

3317

3418

3500

9758.0
11690
12137
Nero
13450

Cal-
endar

EMININGS PER SHARE A
llar.31 Jun.30 Sep.30 Doc.31

Full
Year

2oo4

goos

goos

2001

goos

.38

.48

.51

.69

.75

.74

.99

.90

.22

.59

.7B

.so

.65

1.03

1.17

.92
1.15

1.20

.so

.65

2.32

2.99

2.95

3.30

3.40

Cal-
andar

WIRTERLY DMDENDS PAID I I

M431 Jun.30 Sep.30 Dec.31
Full
Year

2003

2004

zoos

zoos

2007

.as

.565

.51

.515

.56

.565

.57

.515

.58

.56

.565

.51

.515

.58

.55

.565

.51

.515

.58

2.24

2.26

2.28

2.30

3.4%
72%

3.6%

70%

4.1%

69%

2.2%

80%

3.a%

69%

4.0%

65%

2.9%

71%

.B%

89%

2.6%

74%

2.5%

73%

3.0%

71%

3.0%

69%

Rnalned to Com Et

All Divds1° Tm Prof
2.5%

69%

costs: 66% of revenues: labor cuss, 14%. 2006 repined depress.

me: 2.9°/». In '0s, purchased almost all energy 'n sold on he con-
tracts with nonutility generators. Has 14,195 emdoyes, Chaimian,

Chief Executive Officer B President: Kevin Burke. Incorporated:
N.Y. Add.: 4 lying Place, New York, n.y. 10003. Tel.: 212-460-

3903. Internet www.ooned.eom.

BUSINESS: Consdidaled Edison, inc., parent of Consolidated

Edison Company d New York, Inc., sets electricity (77% al revs.),

gas (to%). steam (7%) in mos! at New York City and Westchester

County. Acquired Orange a Roland Utilities 7199. Commercial

rev. ratio (52%) compares with 32% for the industry. Nonincome

taxes and avg. price per kph are among the highest in U.S. Fuel

the held
{moreover,

borrow at reasonable rates. What's more,
the issuance of debt and equity will be in a
mix that won't lower the common equity
ratio. Too. even if the company loses an
appeal of a $216 million IRS :ax charge re-
lated to lease-in/leaseout transactions in
1997 and 1999, a loss would not have a se-
rious adverse effect on finances.
W e look for  improved earnings this
year. Pluses include last April's $220 mil-
lion electric rate increase, the aforemen-
tioned boost in posted gas tariffs, and a
projected 1.5% rise in energy sales. On the
down side, increased borrowing will lift in-
terest expense, more common shares will
be outstanding, and capital investments
will result in higher real estate taxes. In
all, we estimate 2007 earnings will ad-
vance 12%. to $3.30 a share. A further in-
crease in electric rates suggests another
93" next year.

e stock might interest conservative
uti l i ty investors. The company merits
our highest Financial Strength rating of
A++. And is above average for a
power equity. dividend growth
prospects are near those of the group.
Arthur H Medalist November 30, 2007

Consolidated Edison has received one
rate order. A second is in the hopper.
Effective last October let, regulators
raised the company's natural gas rates
$67.5 million each year for three years.
The increase provides for continued
recovery of fuel costs and energy-efficiency
programs. ED now awaits approval of its
re best for a $1.2 billion hike in electric
delivery revenues for 2008. It also seeks a
$335 million increase in 2009 and $390
million in 2010. The hikes are necessary to
support planned expenditures of $2 billion
annually for several years on the trans-
mission and distribution system. New sub-
stations would be built, and those near the
end of their lives would be upgraded or re-
placed. Finally, the demand-side manage-
ment program would be expanded to
reduce energy usage. An order on the fil-
ing is due next April let.
Finances are among the strongest in
the industry. As of last July 31st. the
retained earnings account stood at $5.9

and it keeps rising. Though capital
wi t  re-

external f inancing a
sheet should enable E to

billion,
spending for the next few years
quire substantial
solid balance

56.1
39.1

Target Price Range
2010 2012

120
w e
80
54

CB

32

24
20
16

12

H

Illll
"0-12

(A) EPS diluted. Excl. nonrecur.: '02, (11¢); plan avail. (C) Includes intangibles. In '06; 9.5% Regulatory Climate: Average.
'03, (45¢). Next egg. report due late Jan. $19.26lsh. (D) Rate base: net original cost.
(B) Dividends historically paid in mid-Mar., mid- Rate all ld Alec. common equity: '05, 11.4% to
June, mid-Sept., and mid-Dec. l Div'd reinvest. 13.0%, earned on '06 average common equity:
° 2007, Value Line Publish Inc. All riots reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties al org kind
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR omissions HEREIN. This

publication is smctly lot subsr.nber'sown,non-commercial, internal use. o pan 1

al it may be reproduced, resold, stored or transmitted in any printed, electronic Ur other lure, or use for genuating or marketing any primed or dectrnmc publication, service or prudent

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

A++

100
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2002
40.30

B.31

3.83

2.06

588

27.25

157.46

113

.52

43%

5749.0

632.0

43%

63.0%

310%

12350

9B130

7.3%

13.8%

13.8%

2003
41,75

5.95

2.B5

2.05

4.45

31.38

158.61

13]

,78

5.3%

7041.D

480.0

1.3%

592%

408%

12955

10324

5.6%

91%

9.1%

2004
40.84

5.81

2.55

2.05

5.t9

31.85

174.21

16.0

.B5

5,0%

7114.0

443.0

271%

7%

slew.
422%
13154

10491

5.2%

B.0%

8.0%

2005
50.74

B.14

3.27

2.06

5.gg

32.44

177,81

13.8

.73

4,6%

9022.0

575.0

25.0%

1,0%

551%

44.9%

12849

10B30

53%

10.0%

10.0%

2006
50.93

5.33

245

2.05

7.92

33.02

17714

174

94

4.9%

90220

437.0

23.9%

3.4%

56,1%

43.9%

13323

11451

51%

7.5%

7.5%

1991 1992 1993 1994 1995 1996 1997 1998 1999

24.44

6.45

3.64

1.BB

24.20

6.67

3.79

1.98

24.18

543

3.34

2.06

24.29

6.52

2.67

2.06

2505

7.07

3.02

2.06

25.12

7.10

2.80

2.06

25.94

7.42

2.88

2.06

29.10

7.61

3.05

2.05

32.50

8.40

3.33

2.06

1.85

19.37

2.83

21.1a

2.71

2241

2.61

22.95

3,13

23.68

3.66

23.73

114

24.55

3.83

25.49

5.10

26.95

146.98 147.02 141.05 144.86 145.12 145.12 145.10 145.07 145.04

8.3

.53

6.2%

85

52

6.1%

10.2

.60

6.0%

10.0

.Se

7.7%

10.0

.67

6.9%

11.2

.vo

6.5%

10.3

.59

6.9%

13.3

.69

5.1%

11.6

.as

5.3%

57.55

9.10

3,05

2.12

61.80

9.25

2.85

2.18

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div'd DecI'd per sh B l

69.50

11.00

3.50

2.40

0.90

35.00

8.90

35.15

Cap'I Spending per sh

Book Value per sh c

9.00

38.00

162.50 157.00 Common Shs Outst'g D 157.00

Bold Hg

Value

EST"

Pres are

Ume

:tea

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.0

.95

4.9%

9350

52o

9700
455

Revenues ($milI)
Net Profit ($mill)

10900

540

35.0%

2.0%

35.0%

2 0 %

Income Tax Rate

AFUDC % to Ne! Profit

35.0%

2.0%

54.5%

45.5%

56.0%

44.0%

Long-Term Debt Ratio

Common Equity Ratio

56.5%

43.5%

12550

11975

12550

12400

Total Capital ($miII)
Net Plant ($milI)

13700

13300

6.0%

9.0%

9.0%

5.5%

8.0%

8.0%

Return on Total Cap'l

Return on Shi. Equity

Return on Com Equity E

5.5%

9.0%

9.0%

3764.0

429.0

4221.0

449.0

4728.0

483.0

37.5%

5 %

25.5%

.9%

11.0%

.8%

51.4%

46.7%

53.9%

46.1 %

50.9%

49.1%

7620.0

5934.0

8021.0

6943.0

7961.0

7148.0

7.4%

11.6%

11.7%

7.4%

12.1%

120%

7.9%

12.4%

12.4%

CAPITAL STRUCTURE as of 9/30/07
Total Debt $B496.0 mill. Due In 5 Yrs $3995.0 mill.
LT Debt $6961 .0 mill. LT Interest $446.0 mill.
Incl. $M.0 mill. capitalized leases, $289.0 mill.
Trust Preferred Securities, & $1.1 bill. securitized

bonds.
(LT interest earned: 2.4x)

Leases, Uncapitalized Annual rentals $53.0 mill.
Pension Assets-12/06 $2.74 bill. oblige. $3.18 bill.

Pfd Stock None
Common Stock 163,713,691 she.

MARKET CAP: $7.5 bi llion (Large Cap)

2006
+.5
N A

6.31
N A

12778
N A
+.4

ELECTRIC OPERATING STATISTICS
2 0 0 4 2005

-1 ,5 +4 .6
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+.7 +.6
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% Change Customers trend)

1 5 6182Fixed Charge Gov. (%) 1 6 2
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6 . 5 %
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ANNUAL RATES
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Div i dends
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Cal-
endar

QUARTERLY REVENUES is mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2007

2008

1594

2060

2196

2417

2500

192B

2712

2296

2249

2350

2093

2309

2835

2730

2850

1501

1941

1895

1954

2000

7114.0

9022.0

9022.0

9350

9700

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2004

2005

2006

2007

2008

.54

.17

1.07

1.19

.80

.BB

2.18

.81

.93

.80

1.15

.72

.76

.76

.80

.20

.19

d.18

.17

.45

2.55

3.27

2.45

3.05

2.85

Cal-
endar

QUARTERLY DNIDENDS PAID B I

Mar.31 Jun.30 Sep.30 Dec.31

F ul l
Year

2003

2004

2005

2005

2007

.515

.515

.515

.515

.53

.515

.515

.515

.515

.53

.515

.515

.515

.515

.53

.515

.515

.515

.515

i s

2.06

2.06

2.06

2.06

3.3%

72%

3.9%

68%

4.7%

62%

4 3 %

63%

.1%

99%

6.4%

53%

2.5%

72%

1.8%

BO%

31%

83%

1.2%

84%

3.0%

69%

2.0%

77%

Retained lo Com Et

All Div 'ds to Net Prof

3.0%

70%

dus t r ia l,  18%.  o ther ,  13%.  Genera t ing sources ,  '05 :  coa l,  67%

nuclear, 13%, oi l 8. gas, 3%, purchased, 17%. Fuel costs: 34% of

revs. 'D reported dept. rates: 3.3% Alec. 2.8% gas. Has 9,100 em-

plo y e e s .  Cha i rma n 8 .  CEO:  Antho ny  F .  Ea r le y ,  J r .  P re s i de nt :

Gerard M. Anderson. Inc.: Ml. Address: 2000 Second Ave., Detroit,

Ml 48228-1279. Tel.; 313-235-4000. Internet: www.dteenergy.com.

BUSINESS: DTE Energy  Company  is  a  ho lding company  fo r  The

Detroit Edison Company, which supplies electric i ty in Detroit and a

7600-square-mi le  a rea  in southeas tern Michigan,  and Michigan

Consolidated Gas (MichCon). Customers; 2.2 mill. electric, 1.3 mill.

gas. Acq'd MCN Energy 8101. Has various nonuti l i ty operations.

Electric rev. breakdown, '06: residential, 35%, commercial, 34%, in-

unless the utility and interveners can
reach a settlement before then. The utility
and its MichCon sibling will need addition-
al rate relief in thenext few years so that
they can earn a return on the significant
capital expenditures that they are making.
An earnings decline appears likely in
2008.DTE has been booking profits from
its synthetic fuel investments. These are
expected to produce net income of $150
million-$215 million in 2007. The synfuel
program will cease at the end of 2007,
however. A decline in average shares out-
standing and the effects of any rate relief
(and the expiration of a temporary rate cut
in mid-April) at Detroit Edison should be
positive factors for share net in 2008, but
these probably won't be enough to replace
the effect of the synfuel profits entirely.
DTE stock offers an above-average
yield, even for a utility, plus the likeli-
hood of dividend growth over the 3- to
5-year period. With the asset-sale pro-
gram nearly complete, the stock is much
more like a traditional utility investment.
Total-return potential to 2010-2012 is only
a bit above average for a utility, however.
Paul E. Debbas, CFA December 28,2007

DTE Energy's asset-monetization plan
is making progress. The latest an
enouncement was the sale of some uncon-
ventional gas properties in Texas, which
should net the company cash of $175 mil-
lion. This deal, and the sale of a 50% stake
in some power and industrial projects,
should close in the first quarter of 2008.
DTE has already sold some unconven-
tional gas properties in Michigan and
some gas-fired peaking power plants.
These moves arose from the company's be-
lief that the value of its nonregulated as-
sets wasn't reflected in its stock price. In
all, DTE expects this program to raise $1.7
billion, which it is using to buy back corn»
man stock and retire debt. It has repur~
chased most of the $1 billion of common
stock it plans to buy back and intends to
retire $700 million of debt. DTE still owns
some unconventional gas acreage in Texas,
but has to develop these properties before
it becomes opportune to sell.
Detroit Edison has a rate case pend-
ing. The utility is seeking a rate hike of
$199 million (4.7%) based on an 11.25% re-
turn on a common-equity ratio of 50%. An
order is likely in the third quarter of 2008,

Target Price Range

Illll lllll HH1111I1

'06: $37.20lsh. (D) In mill. (E) Rate base: Net | Company's Financial StrengthDiluted EPS. Excl. nor rec. gains (losses):

01, 2¢, '03, (16¢), '05, (2¢). '06, 1¢, '07, $203;
gain (losses) on disc. ops.: '03, 40¢, '04, (6¢),
05, (20¢); '06, (2¢). '04 EPS don'l add due to
° 2007, Value Line Publishing . Inc. All rights reserved.
THE PUBLISHER IS NOT RE§PONSIBL£"FOR ANV ERR
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change in shares, '05 & '06 due to rounding.
Next earnings report due late Feb, (B) Div'ds orig. cost. Rate allowed on com. eq, (Alec.) in S toc k's Prlce Stability
historically paid in mid-Jan., April, July, and 04: 11%; gas in 'D5: 11%, earned on avg Price Growth Persistence
Oct. I Div'd reins. plan avail. (C) incl. i f tang In com. eq, '06: 7.5% Regul.  Clim.: Below Avg. 1 Earnings Predictability
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EMPIRE DISTRICT NYSE-EDE 22.87
RECENT
PRICE | Tl0 17.9lL¢§S,3§

1s.a
1a.ol

RELATIVE

PIE RATIO 1.06
DIV'D
YLD 5.6%

VALUE
LINE

26.8
20,7

30.8
18.9

26.6
17.5

u.

22.0
15.1

22.5
17.0

23.5
19.5

25.0
19.3

25.1
20.3

26.1
21.1

High:
Low:

19.5
17.1

20.0
15.8TIMELINESS 3 Lowaed 8I10l07

sArETte 3 Lowaeu 1nI4I02

TECHNICAL 3 Raised12/7/07
BETA .85 (1.00=Marke\)

2010-12 PROJECTIONS
Mn'l Total

Return
11%

3%

Price Gain
High 30 (+30%l
Low 20 (-15%

Insider De c i s i o ns
F M A M J J A S O
0 0 0 0 0 0 0 0 0
4 0 0 0 0 0 0 0 0
2 0 0 0 0 0 0 0 0

lnBuy
Options
to Sell

Institutional Decisions
102001 202001 sazoo7

to Buy 50 63 44
to Sell 43 37 47
Hld's(DDIll 13362 14420 13678

2011
LEGENDS , ,

094 x Dovldends 9sh
divided Hg lmeres Rate

. Y Relative nee Strength
OEuons: No ,

hadedarea lhdlcatesrecession

I I I II
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INDEX
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1075
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12
19.9
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Percent
shares
traded llll. I' ll III

2002 2003
13.55

2.43

1,19

1.28

13.03

2.45

1.29

1.28

3.43

14.59

2.65

15.17

22.57 24.98

16.2

.BB

6.5%

15.8

.90

6.3%

305.9

25.5

325.5

29.5

34.3%

2.2%

34.5%

1.0%

55.5%

44.5%

52.0%

48.0%

740.3

794.1

789.2

833.9

5.4%

7.8%

7.8%

5.7%

7.8%

7.8%

I

II

llI I I 1 I |.. I
I I

M I Ill 1111 I! III II

I a
ll I Iii ll

2008 ® VALUE LINE pus,. INC2005
14.B0

2.45

.92

1.28

2.83

15.08

26.08

24.5

1.30

5.7%

386.2

23.8

33.4%

24%

51 .0%

49.0%

8033

896.0

4.7%

5.0%

6.0%

2006
13.67

2.80

1.41

1.28

3.97

15.49

30.25

15.9

.86

5.7%

413.5

39.9

35.4%

10.7%

49.7%

50.3%

931.0

1031.0

5.9%

8.5%

8.5%

2007
14.30

2.70

1.25

1.28

5.50

16.10

34.25

Bald (lg

Valu

destin

490

39.0

33.5%

15.0%

495%

50.5%

1095

1170

5.0%

7.0%

7.0%

2004
12.67

2.22

ah

1.28

1.64

14.76

25.70

24.8

1.31

6.0%

325.5

21.8

341%

1.0%

51.3%

48.7%

779.1

857.0

4.7%

5.8%

5.8%

1991 1992 1993 1994 1995 1995 1997 1998 1999 z000

11.58

2.68

1.43

1.22

11.31

2.55

1.26

1.26

12.41

2.49

1.16

1.28

12,75

2.52

1.32

1.28

12,57

2.52

1.18

1.28

12.53

2.57

1,23

1.28

12.83

287

1.29

12B

14.02

2,97

1.53

1.28

13.94

2.89

1.13

1.28

1478

3.12

1.35

1.28

179

12.08

2.36

12.29

3.27

12.37

5.14

12.47

334

1269

3.79

12.95

335

13.06

3.03

13.43

4.14

13.48

7.61

13.65

12.99 13.29 13.57 13.94 15.22 1644 16.78 17,11 1737 17.60

12.8

.BZ

6.7%

18.0

1.09

5.6%

19.6

1.16

5.6%

13.3

.B7

7.3%

149

1,00

73%

14.8

.93

7.0%

13.9

BO

7.1%

14.0

.73

5.0%

21.7

1.24

5.2%

17.7

1,15

5.4%

2001
13.37

219

.59

1.28

4.02

13.58

19.76

33.9

1.74

6.4%

264.3

10.4

34.7%

572%

42.8%

628.9

750.5

4.0%

39%

33%

14.25

2.95

1.45

1.2a

Revenues per sh

"Cash Float' per sh

Eamings perch A

Div'd Decl'd pershB l t

16.00

3.75

1.75

1.35

5.70

16.65

Cap'l Spending per sh

Book Value per sh c

2.75

1s.oo

35.80 Common Shs Outsfg 0 36.00

res are
Line
Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.5

.95

5.3%

510

50.0

Revenues ($miII)

Net Profit ($mill)

575

65.0

33.5%

11.0%

Income Tax Rate

AFUDC % to Net Profit

35.5%

2.0%

50.0%

50.0%

Long-Term Deb! RaNk:

Common Equity Ratio

49,5%

50.5%

1200

1320

Total Capital ($milI)

NetPlant ($milI)

1275

1500

5.5%

8.5%

8.5%

Return on Total Cap'l

Recur on Shr. Equity

Return on Com Equity 5

7.0%

10.5%

10.5%

215.3

2a.s

2398

283

242.2

22.2

260.0

23.6

5DB%

51%

35.4%

2.3%

41.9%

5.4%

32.7%

24.5%

435%

4B.9"/o

4B4%

45.2%

595%

40,4%

57.6%

424%

448.3

547.0

50B.5

572.2

580.0

61s0

565B

720.3

7.2%

94%

9.8%

7.3%

10.B%

113%

55%

95%

8.B%

6.5%

93%

9B%

CAPITAL STRUCTURE as of 9/30/07
Total Debt $609.8 mill. Due in 5 Yrs $101.1 mill.
LT Debt $541.9 mill. LT Interest $35.5 mill,
Ind. $50 mill. 8.5% trust preferred securib'es.

(LT interest earned: 2.6x)
Leases, Uncapitalized Annual rentals $1 .5 mill,
Pension Assets-12/06 $126.8 mm. Oblig. $1363

mill.
Pfd StockNone

Common Stock 30,546,570 she.

as of 11/1/07

MARKET CAP: $700 million (Small Cap)

Avg. Industrial Rev

zoos
+2.5
3096
5.66
1262
1159
52.5
+2.1

ELECTRIC OPERATING STATISTICS
2004 2005

+.9 +G. 1
3040 3032
4,78 5.38
1264 1264
1014 1087
56.0 55.8
+1 .7 +1 .B

% Ch RMI Sales H)
Avg. l:\r¢;1l;1rial v v

¢)
Capo 'Ty IP an (Mw
p¢ak'Em3_ Sammy I ]

Annual Load Fader v-I

'A Change Cuslnmers avg.)

224 273214Feed Charge Cav. (°/,)

Pa s l
5 Yrs.

. 5%
-2.0%
1.0 A

Past
10 Yrs.

mov
-.5%

-1.5%

2.0%

Est'd '04-'05
to'10-'12

2.5%
7.0%
8.5%
1.0%
30%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value 1.5%

Cal-
endar

QUARTERLY REVENUES (S mill.)

Mar.31 Jun.30 Sep.30 DeC.31
Full
Year

2004

2005

2006

2007

2008

743

93.8

106.6

114.1

120

96.7

125.0

131.2

142.5

150

77.2

79.5

84.0

125.9

130

77.3

87.9

91.7

107.5

110

325.5

386.2

4135

490

510

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005

2005

2007

2008

.64

.75

.74

.76

.77

.08

.05

.25

.15

.31

.08

.12

.28

.19

.24

.06

d.01

.08

.15

.13

.86

.92

1 .41

1.25

1.45

Cal-
endar

QUARTERLY DMDENDS PAID BI t

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

zoos

2007

.32

.32

.32

.32

.32

.32

82

3 2

.32

.32

.32

.32

.32

.32

.32

.32

.32

.32

.32

.32

1.28

1.28

1.28

1.28

1%

99%

18%

85%

NMF

107%

,5%

95%

NMF

NMF

NMF

109%

.1%

99%

NMF

NMF

NMF

NMF

.B%

90%

NMF

106%

1.0%

89%

Retained to Com Eq

All Div'ds to Net Prof

3.0%

73%

17%, other, 11%. Generating sources, '06: coal, 46%, gas 8. oil,

17%, hydro, less than 1%. purchased, 37%. Fuel costs: 42% of rev-

enues. '06 reported depress. rate: 30%. Has about 700 employees.

Chaimiani Myron W, McKinney. President & CEO: Vlhlliam L. Gip-

son. Inc.: KS. Address: 602 Joplin St., P.O. Box 127, Joplin, MO

64802-0127. Tel.; 417-625-5100. Internet: www.empiredistrict.com.

BUSINESS: The Empire District Electric Company supplies electro

city to 1B5,000 customers in a 10,000 sq. mi. area in Missouri (89%

of '06 retail elec. revs.), Kansas (5%), Oklahoma 13°/1), & Arkansas
(13%), Aoq'd Missouri Gas (47,000 customers) Gl06. Supplies water

service and has various nonregulated operations. Electn'c revenue

breakdown, '06: residential, 42%' commercial, 30%; industrial,

E m p i r e  D i s t r i c t  s o l d  s o m e  c o m m o n
s t o c k .  T h e  c o m p a n y  s o l d  t h r e e  m i l l i o n
s h a r e s ,  w i t h  a n  u n d e r w r i t e r s '  o p t i o n  f o r  a n
a d d i t i o n a l  4 5 0 , 0 0 0 ,  f o r  $ 2 3  e a c h .  T h i s  w i l l
h e l p  t h e  u t i l i t y  f i n a n c e  i t s  r i s i n g  c a p i t a l
b u d g e t .  M o s t  n o t a b l y ,  E m p i r e  D i s t r i c t  w i l l
h a v e  a  l 2 %  s t a k e  i n  a  c o a l - f i r e d  u n i t  t h a t
i s  s c h e d u l e d  t o  c o m e  o n  l i n e  i n  2 0 1 0 _
W e h a v e  c u t  o u r  e a r n i n g s  e s t i m a t e s
f o r  2 0 0 7  a n d  2 0 0 8 . I n  D e c e m b e r ,  E m p i r e
D i s t r i c t ' s  s e r v i c e  a r e a  w a s  h i t  w i t h  a n o t h -
e r  i c e  s t o r m .  T h i s  w i l l  h u r t  e a r n i n g s  i n  t h e
f o u r t h  q u a r t e r  o f  2 0 0 7 .  I n  a d d i t i o n ,  a n  e x -
t e n d e d  o u t a g e  a t  a  c o a l - f i r e d  p l a n t  w i l l
r e d u c e  n e t  i n c o m e  b y  a n  e s t i m a t e d  $ 4 . 0
m i l l i o n - $ 5 . 5  m i l l i o n  i n  t h e  f o u r t h  q u a r t e r
o f  2 0 0 7  a n d  t h e  f i r s t  p e r i o d  o f  2 0 0 8 .  F i n a l -
l y  i n  2 0 0 8  t h e r e  w i l l  b e  s o m e  d i l u t i o n
f r o m  t h e  a f o r e m e n t i o n e d  s t o c k  s a l e .
T h i s  e q u i t y  o f f e r s  a  y i e l d  t h a t  i s  w e l l
a b o v e  a v e r a g e  f o r  a  u t i l i t y . T h e  p a y o u t
i s  s e c u r e ,  e s p e c i a l l y  s i n c e  E m p i r e  D i s t r i c t
e a r n e d  i t  i n  2 0 0 6  a n d  w i l l  p r o b a b l y  d o  s o
i n  2 0 0 8 .  I n  f a c t ,  w e  p r o j e c t  s o m e  d i v i d e n d
g r o w t h  t h r o u g h  t h e  2 0 1 0 - 2 0 1 2  p e r i o d ,
w h i c h  s h o u l d  p r o d u c e  a  t o t a l  r e t u r n  o v e r
t h a t  t i m e  t h a t  e x c e e d s  t h e  i n d u s t r y  m e a n .
P a u l  E .  D e b b a s ,  C F A D e c e m b e r 2 8 ,  2 0 0 7

E m p i r e D i s t r i c t  E l e c t r i c  h a s  f i l e d  a
r a t e  c a s e  i n  M i s s o u r i . T h e  u t i l i t y  i s
s e e k i n g  a n  e l e c t r i c  t a r i f f  i n c r e a s e  o f  $ 3 4 . 7
m i l l i o n  ( 1 0 . 1 % )  b a s e d  o n  a n  1 1 . 6 %  r e t u r n
o n  e q u i t y .  E m p i r e  D i s t r i c t  i s  s e e k i n g  t o
p l a c e  a  1 5 0 - m e g a w a t t  p l a n t  a n d  o t h e r  c a p -
i t a l  s p e n d i n g  i n  t h e  r a t e  b a s e .  T h e  u t i l i t y
a l s o  w a n t s t o r e c o v e r  $ 6 . 6  m i l l i o n  i n  d e -
f e r r e d  e x p e n s e s  t h a t  s t e m m e d  f r o m  a n  i c e
s t o r m  i n  J a n u a r y .  ( E m p i r e  D i s t r i c t  s w a l -
l o w e d  a n  a d d i t i o n a l  $ 4 . 4  m i l l i o n  o f  s t o r m -
r e l a t e d  c o s t s . )  I m p o r t a n t l y ,  t h e  c o m p a n y ' s
a p p l i c a t i o n  i n c l u d e s a  f u e l - a d j u s t m e n t
c l a u s e ,  n o w  t h a t  s t a t e  l a w  f i n a l l y  a l l o w s
t h e  c o m m i s s i o n  t o  i m p l e m e n t  o n e .  E m p i r e
D i s t r i c t  h a s  r e q u e s t e d  a  m e c h a n i s m  t h a t
w o u l d  e n a b l e  i t  t o  r e c o v e r  ( o r  p a s s  t h r o u g h
t o  c u s t o m e r s )  9 5 %  o f  c h a n g e s  i n  f u e l  c o s t s
o v e r  a n d  a b o v e  w h a t  i s  r e f l e c t e d  i n  b a s e
r a t e s .  ( I t  i s  a s k i n g  f o r  9 5 % ,  n o t  1 0 0 % ,  b e -
c a u s e  t h a t ' s  w h a t  A q u i l a ' s  t w o  u t i l i t i e s  i n
M i s s o u r i  r e c e i v e d  i n  a  r a t e  o r d e r  e a r l i e r  i n
2 0 0 7 . )  A  d e c i s i o n  b y  t h e  M i s s o u r i  c o m m i s -
s i o n  i s  d u e  b y  t h e  s t a r t  o f  S e p t e m b e r .  A n y
r a t e  r e l i e f  w i l l  h a v e  j u s t  a  m o d e s t  b e n e f i t
t o  e a r n i n g s  i n  2 0 0 8 ,  b e c a u s e  i t  w i l l  c o m e
t o o  l a t e  f o r  t h e  s e a s o n a l l y  s t r o n g e s t  p a r t  o f
t h e  y e a r ,  b u t  i t  s h o u l d  b e  a  p l u s  i n  2 0 0 9 ,

26.1
18.4

Target Price Range
2010 2012

64

48
40

32

ZN
20
LG

12

8

- 6

M

'I0-12

Company's Financial Strength
. Rate allowedon common | Stock's Price Stability

Price Growth Persistence
Earnings Predictability

100
(A) Excl. loss from discontinued operations: Cally paid in mid-March, June, Sept., and Dec.
'06, 2¢. '05 EPS don't add due lo rounding l Div'd reinvestment plan available (3% dis-
convention, '06 due to change in shares. Next count), t Shareholder investment plan avail-
earnings report due late Jan. (B) Div'ds hislori- able. (C) Incl. intangibles. In '06: $151.8 mill.,

in 2007, value Line publishing, Inc. All rights reserved. Factual material is obtained
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN.
of it may be reproduced, resold, storedortransmitted in any printed, electronic or other form,

$5.01lsh. (D) In millions. (E) Rate base:
Depress. original cost
equity in '07 (MO): 10.9%, earned on avg. com.
eq., '05: 92%. Regulatory Climate: Average.

from sources believed to be refable and is provided without warranties of any kind,
This publication is strictly lot subscri1>er's own,

or used lot generating or maxeting any printed nr electronic publication,
non-commercial, internal use. No pan l

service of pruducL
Ill



ENERGY EAST CORP. NYSE-EAS
RECENT
PRICE 27.45

PIE
RATIO 16.8(I.':3s:s§13:3) 1 . 0 0

RELATIVE

PIE RATIO

DIV D
YLD 4 . 6 %

VALUE
LINE

28.6
20.6

23.6
17.9

22,1
17.0

23.1
158

23.7
17.4

27.1
21.8

30.1
22.5

25.7
22.2

27.9
22.1

2
TIMELINESS " Suspended 716107

SAF EW Luwered319101

TECHNICAL .- Suspa1ded 7I6I07

BEIA .80 (1.00=Markex)

2 0 1 0 - 1 2  P R0 J E CT 0 N T l
' 1

Price Gain "8e¢u?n"
High 3 0 ( + 1 0 % 7 %
Low 2 0 ( - 2 5 % - 1 %

I n s i d e r D e c is io n s

D J F M A M J J A
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0

in Buy
Options
[9 Sell

In s t i t u t io n a l  D e c is io n s

tozoos 1moo1 zozuw
10 Buy 120 152 141
w Sell 91 80 116
Hld's(m0 B02B9 82460 88399

'J r 1* . . . . .

2 0 1 1

I III"1 II

.
,I l»l .Ill -aII ,I l»l| ..I l I I I I  l ' l . 1.lln llII

I
all | III.? "H I Ill

111
I
I

I.|
,I

I 111 l.l *;
-1

4 ,

II I I I I I I l..lll
l l 1

I | x . | | I ll. I

I I II I I I

II I
18

I
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 z00z 2003 2004

12.27

2.37

1.18

1.05

12,18

2.32

1.20

1.07

12.75

2.20

1 0 4

1.09

13,28

2.43

1.19

1.00

14.05

2.54

1.25

.70

14.78

2.64

1.26

.70

15.78

2.77

1.29

.70

19.85

3.06

1.51

.78

20.84

3.37

1.91

.84

25.15

3.42

2.07

.BB

32.21

3.75

2.00

.92

27.65

3 1 2

150

.96

31,41

4.25

1.43

1.00

3233

4.18

1.62

1,06

1.92

11.08

1,75

11.42

188

11.44

1.72

11.84

1.14

12.19

1.54

12.70

.92

13.36

1.04

13.61

.64

12.84

1.32

14.59

1.79

15.26

1.55

16.97

we
1759

2.07

17.B9

126.80 138,88 141.19 143.01 143.01 139,34 135.02 125.89 109.34 117,66 116.72 144,97 146.25 147,12

1 1 1

.71

8.0%

12,3

.75

7.3%

16.2

.96

6.5%

g.g

.65

8.5%

9.3

.62

6.0%

9.1

.57

5.1%

9.7

.as

5.6%

14.5

.76

3.5%

13.4

.76

3.3%

10.1

.66

4.2%

g.8

.so

4.7%

14.0

75

4.6%

14.6

ea

4.8%

15.1

BD

4.3%

2005 2007 2008 © VALUE LINE PUB. \no

3536

4,67

1.75

1.17

32.90

4.30

1.60

1.21

34.20

4.45

1.60

1.25

Revenues per s h

"Cash FloW" per sh

Earnings  perch A

Div'd Decl'd per sh B I

39.75

5.00

1.75

1.45

2.79

19.37

1 1 5

20,05

3.50

20.40

Cap'I Spending per sh

Book Value per sh c

4.50

21.50

14791 158.00 15a.00 Common Shs Outst'g o 158.00

13,8

.75

4.8%

Bold fig
Valu
eslln

res are
Line
Otes

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.5

.95

5.5%

5230.7

251.0

5200

250

5400

255

Revenues ($mill)

Net Profit ($milI)

6300

2s5

37.3%

.B%

38.5%

1.0%

38,5%

1.0%

Income Tax Rate

AFUDC % to Ne! Profit

36.5%

1.0%

56.3%

43.3%

53.0%

46.5%

53.0%

47.0%

Long-Term Deb! Ratio

Common Equity Ratio

54.5%

45.0%

5615.5

594B,0

6s20

6145

basso

6380

Total Capital ($miII)
Net Plant ($mill)

7550

7275

5.8%

9 0 %

9.1 %

5 5 %

B.0'/»
8.0%

5.5%

s.0%

8.0%

Return on Total Cap'l

Return on Shr, Equity

Return on Com Equity E

5.5%

0.5%

8.5%

2130.0

184.6

2499.4

202.8

2278.6

225.1

2959.5

237.6

3759.8

235.4

4008.9

199.5

45935

2121

4 7 5 6 ]

241.3

38.9%

.4%

40.4%

.2%

36.7%

.1 %

39.7%

.4%

4 4 2 %

.3%

34.1%

1 %

37.6%

.9%

51.0%

2 %

42.5%

52.8%

44.8%

53.5%

46.6%

53.0%

57.1%

41.8%

60.7%

38.4%

58.9%

39.2%

59.8%

3B.5%

58.6%

40.5%

3413.0

3922.3

3203.0

3 8 6 2 ]

26492

2139.8

4106.7

3632.9

4640.8

3626.4

6273.5

4801 B

5 5 8 3

57751

54755

55522

7.0%

9.4%

9.7%

7.9%

11.5%

11.3%

10.5%

15.9%

15.8%

7.4%

13.5%

13.8%

7.2%

12.9%

13.1%

51 %

7.7%

8.0%

5.1%

7.9%

B.1%

5 5 %

9 0 %

9.0%

CAPITAL STRUCTU RE as of 9/30/07
Total Debt $4024_9 mill. Due in 5 Yrs $1060.7 mill.
LT Deb! $3689.7 mill. LT Interest $221 .4 mill.
(LT interest earned: 2.7x)

Pension Assets-12/06 $2.82 bill. Oblig. $2.31 bill.
P f d Stock $24.5 mill. Pfd Div 'd $1.1 mi ll.
242,524 she. 3.75%~6.00%. cum., $100 par, re
deedable at $100-$110, 108,706 she. 8.04. cum.,
$3.125 par, noncallable.

C o mmo n Stock 158,278,536 she.
as of 10/31/07
MARKET CAP: $4.3 bi llion (Mid Cap)

+3 .2
N A

3 .66
N M F

N A
NM F

+.9

+1 .4
NA

3.82
NM F

NA
NM F

4».9

ELECTRIC OPERATING STATISTICS
2004 2 0 0 5

% Chgnzgg Rel dl Sales (KWH)
Avg. I use Use (MM
Avg. Indus Rm5" (¢)
Capacity at Peak( w)
Peak Load Winter(Mw)
Annual Load Fad01 l
% Change Custntners wm)

2006
-2 .8
N A

3.81
NM F

N A
NM F
+1 .0

2 6 4 2 3 8 2 2 5Fixed Charge Cav. (%]

Es('d '04-'06
to '10-'12

2 .5%
2.0%

.5 %
4.0%
2.0%

Pas t
10 Yrs.

9 . 5 %
5 . 5 %
3 . 5 %
3.5%
4 . 5 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div i dends
Bo o k Va lue

Pas t
5 Yrs.

6 .0 "/
4 . 5 %
-3 .0 %
5.0 A
6 . 0 %

Cal-
endar

QUARTERLY REVENUES (S milt.)

Ma r . 3 1  J un. 3 0  S e p. 3 0  De c . 3 1
Full
Year

2004

2005

2005

2001

2008

126&9

1483

1332

1366

1400

1551.4

1637

1696

1714

1750

9678

1096

1090

1031

1100

9583

1082

1113

1089

1150

4756.7

5298.5

5230.7

5200

5400

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30  Sep.3 lJ Dec.31
Full
Year

2004

2005

2006

2001
2008

.12

.14

.14

.16

.10

.29

.12

.19

.12

.15

.38

.43

.53

.42

.45

.83

1.05

.90

.90

.90

1.62

1.74

1.76

1.60

1.60

Cal-
endar

QUARTERLY DNIDENDS PAID B l
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.25

.25

.275

.29

.30

.25

.26

.275

.29

.30

.25

.275

.275

.30

.31

.25

.26

.275

.29

.30

1.00

1.05

1.10

1.17

4.4%

57%

5,5%

54%

8.8%

45%

8.0%

42%

7.1%

46%

2.9%

65%

3.1%

63%

3B%

58%

3.7%

59%

3.2%

85%

2.0%

75%

2.0%

78%

Retained to Com Eq

All Div'ds to Net Prof

2.0%

78%

Bl02. Elernric revenue breakdown, '06: residential, 45%; commer-

cial, 20%, industrial, 10%, other, 25%. Purchases most of its power.

Fuel costs: 57% al revenues. 'DB reported depress. rate: 31%. Has

5,900 employees. Chairman, Pres. 8 CEO: Wesley W. von Schack.

Inc.: New York. Address: 52 Farm View Dr., New Gloucester, Maine

12212-2904. Tel.: 207-BBB-6300. Internet: www.energyeast.com.

BUSINESS:  Ene rgy  Eas t  Co rpo ra t i on i s  a  ho lding c ompany  fo r

New York State Electric & Gas (NYSEG), Rochester Gas and Elec-

t r i c ,  Centra l Maine Power,  Connec t icut  Natura l Gas ,  8 .  Souther

Connecticut Gas. Semen 1.8 million electric , 921,000 gas custom-

e r s  i n  NY  a  Ne w England. Acq'd Connecticut Energy 2/00, CMP

Group,  CTG Resources  & Berksh i re  Energy  9 /00 ,  RGS Energy

avoid downside risk by selling now.
The capital budget will be rising in
the coming years. Energy East's utilities
in upstate New York and Maine want to
install advanced meter reading systems.
The company is also planning transmis-
sion projects in these two states. Finally,
Rochester Gas and Electric proposes to
build a gas-fired plant to replace an old,
coal-fired facility and meet the increased
demand for power that is expected in the
2013-2014 time frame. In all, Energy East
projects to spend over $3 billion in the
next five years. IBERDROLA could pro-
vide capital to help finance these projects.
But the utilities will need regulatory sup-
port to maintain the company's return on
equity.
Wehave raised our 2007 earnings esti-
mate by $0.10 a share, to $1.60. This
merely reflects a better-than-expected tal-
ly in the September quarter. Note, too,
that in early October the board of directors
boosted the quarterly dividend by a cent a
share, as we had expected. For now, we're
sticking with our $l,60-a-share earnings
estimate for 2008.
Paul E. Debbas, CFA November 30 2007

Energy East shareholders have ap-
proved the takeover of the company
by IBERDROLA, a Spanish company.
Under the agreement, Energy East stock-
holders will receive $28.50 in cash for each
of their shares. The deal still requires the
approval of the Federal Energy Regulatory
Commission and the regulatory commis-
sions in New York, Maine, Connecticut,
and New Hampshire. It should be com-
pleted in the first half of 2008.
The price is very fair for Energy East
shareholders, at nearly 18 times esti-
mated 2007 and 2008 earnings. The Time-
liness rank of Energy East stock remains
suspended due to the positive influence
that the deal has on the share price.
We now advise shareholders to sell
their stock on the open market. The
current quotation is just 4% below the
buyout price, leaving l i tt le upside po-
tential for stockholders who wait for com-
pletion of the transaction. And, given the
regulatory approvals that are still pend-
ing, completion is by no means certain. If
the deal fails to win regulatory approval,
the stock will probably fall-perhaps to
the low $20 range. Thus, shareholders can

Target Price Range

Hlllllll Mn HIIII

| Stock's Price Stability

Earnings Predictability

Company's Financial Strength

Price Growth Persistence

(A) Diluted EPS. Excl, nonrecurring losses: '00,
40¢, '01, 39¢, '02, 6¢, gain (loss) from discon-
tinued operations: '03, 2¢, '04, (5¢). Next eam-
ings report due early Feb. (B) Div'ds historical-

2007, Value Line Publishing, Inc. All rights reserved.
THE PUBLISHER IS NOT RE PONSlBLE ?OR ANY ERR
ml it may be reproduced, resold. stored or transmitted in any

Ly paid in mid-Feb., May, Aug., and Nov lowed on com. eq. for NYSEG in '07: 9.55%
I Div'd reinvestment plan available. (C) Ind. in- elec., 10.5% gas, RG&E in '04: 12.25% Alec.,
tangibles. In `06: $20.70lsh. (D) In mill., adj. for 12% gas; earned on avg. com. eq., '06: 8.9%.
split. (E) Rate base: Net original cost. Rate al- Regulatory Climate: Average

Factual material is obtained from sources believed ro be reliable and is provided without warranties of a
ORS OR OMISSIONS HEREIN. This icalion is strictly for subscliber's own, nonoommerdal, internal use, No part
printed, electronic or other lam, or used for genaaring or marketing any printed Ur demonic publication, service or product
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FIRSTENERGY NYSE-FE 67.14
RECENT
PRICE

PIE
RATIO 16.0(m:3s:sf1§;3)

RELAWE

PIE RATIO 0.95
DN D
YLD 3.1%

VALUE
LINE

33.2
22.1

32.1
18.0

37.0
25.1

39.1
24.B

38.9
25.8

43.4
35.2

53.4
37.7

61.7
47.8

72.9
57.8

High:
Low:

24.9
19.3

29.0
19.33

2
TIMELINESS Raised515106

SAFETY Raised612/06

TECHNICAL 3 Lnwaed 9l2Bl07
BETA .as (1.00 Market)

Ann'I Total
Return

7 %
1 %

Price
8 0
6 0

H'gh
Law

2010-12 PROJECTIO

Gain
( + 2 0 %l
( - 1 0 %

In s id e r  D e c is io n s

to Buy
Options
lo Sell

D J F M A M J J A
0 0 0 0 0 0 0 0 0
0 1 1 1 8 1 0 0 2 2
0 1 1 1 5 0 5 0 3 1

W 14 .|

I
I

I I
I .\ I»

2 0 1 1
LEGENDS . as h

1.02 x Dwlden p s
divided merest Rate
Rdalive ice Strength

O sons: Yes
_shaded area imdcares recession

Oak Edison irstEnergy »=:t¢

1 ii I 4l l*l l
11

ll'
lllll I

i"l*

» I I
| .Lu Ill' s..II I

in
l 'V'r' I

,.»-»J#-'I I N .
Hll 'I I I "

4; 9.¢ " v s
•.Q •

1
89%). .

I

1 yr.
3 yr.
5 yr.

% TOT. RETURN 10/01
THIS VL Amm.

STDCK INDEX
22.2 12.9
87.1 50.1

150.0 145.8
\

II I
1998

24.72

5,33

1.95

1.50

2.75

1B.77

237,07

15.4

.B0

5.0%

5861.3

5072

383%

1 5 %

54.0%

37.8%

11756

9242.5

84%

9.4%

9.9%

In s t i t u t io n a l  D e c is io n s

492006 102007 202W7
[0BI,l'y 213 199 200
tuSeI 164 195 202
Hld's(000)229031 229298 237675

15
10
5

Percent
shares
traded

FirstEnergy was fomied through the afhiia-
tion of Ohio Edison Company and Centerior
Energy in November of 1997. Ohio Edison
stockholders received one share of First-
Energy for every Ohio Edison share, and
Interior stockholders received .52 of a
FirstEnergy share for each Centerior share.
in November of 2001 FirstEnergy acquired
GPU. GPU holders received $40 in cash or
stock for each GPU share. Data prior to
1998 reflect Ohio Edison on a stand-al0ne
basis and are not comparable with First-
Energy data.

CAPITAL STRUCTURE as of 9/30/07
Total Deb! $11455 mill,  Due in 5 Yrs $52970 mill.
LT Debt $86110 mi ll. LT interest $517.0 mill.
Incl. $284.8 mill.  9% ($25 par) cumulative manda-
lorily redeemable preferred securities.
(LT interest earned: 4.4x)
Leases, Uncapitallzed Annual rentals $204.0 mill.
Pens ion Assets-12/05 $4.82 bill. Oblig. $4.86 bill.

Pfd Stock None
Common Stock 304,835,407 she. as of 10/31/07
MARKET CAP: $21 billion (Large Cap)

2005
+6 .7
NM F

N A
N A
N A
N A
+.5

ELECTRIC OPERATING STATISTICS
2o04 2005

- .6 +5 .2
NMF NM F

N A N A
N A N A
N A N A

65 .7 52.1
+1 .1 +.8

% Cha Retail Sales [KWH]
Avg.88. Use (NlwH*lw
Avg, Induct. Revs per H (¢)
Capably at Peak (W
Peak Load, Summers )
Armuai Load Fad mu II?
% Grange Customers armand)

3 1 6 2 9 9 3 5 5Fixed Charge Cay. (%)

Est'd '04-'06
to '10-'12

4 . 0 %
3 . 5 %
9 . 0 %
5 . 5 %
5. 0%

Past
Yrs.
5 . 0 %
2 . 5 %
3 . 5 %
4 . 0 %
4 . 5 %

Pas t
10 Yrs.

8 . 5 %
6 . 0 %
4 . 5 %
2 . 0 %
5 . 5 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h  F l o w"
E a mi ngs
Div idends
Bo o k Va lue

Cal-
endar

QUARTERLY REVENUES (S mill.)

Mar.31 J un.3 0  Se p.3 0 Dec.31
Full
Year

2004

2005

2006

2007

200a

3435

3504

3365

3541

3700

3041

2843

2751

3109

3100

2950

2892

2680

2927

2950

3027

2750

2705

2973

2900

12453

11989

11501

12650

12650

Ca l-
endar

EARNINGS PER SHARE A

Mar.31 J un.3 0  Se p.3 0 Dec.31
Full
Year

2004

2005

2006

2007

2008

.53

.42

.67

.92

.90

.62

.76

.93

1.10

1.10

.91

1.01

1.40

1.34

1.35

.71

5 5

.84

.89

.95

2.77

2.84

3.82

4.25

4.30

Cal-
endar

QUARTERLY DIVIDENDS PAID B l  t

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.375

.375

.43

.45

.375

.375

.413

.45

.50

.375

.375

.413

.45

.50

.375

.375

.413

.45

.50

1 5 0

1.50

1.67

1.80

r I l l  I l l
1997

12.26

s e e

1.94

1.50

.89

18.07

230.21

11.8

SB

5.6%

2821.4

333.6

a8.4%

1.0%

575%

34.3%

12124

9573.2

3.8%

6.5%

7.4%

l I
He I llI 1 \ I I ._..| I ! I

Hi I IIII m I
1999 2000 2001 2002 2003

27.19

6.89

2,50

1.50

31.31

7.28

2.69

1.50

25.8B

5.4B

2.84

1.50

40.83

6.45

2.54

1.50

37.31

4.79

1.47

1.50

2.69

19.63

2.74

20.72

2 8 8

24.86

3.35

23.92

2.60

25.13

232.45 22453 297.64 297.64 329.84

11.3

.64

5.3%

9.2

.60

6.1%

10.9

.56

4.8%

13.0

.71

4.6%

22.5

1.28

4 5 %

6319.6

644.8

7029.0

661.7

7999.4

727.0

12152

827.6

12307

490.B

38.0%

2.1 %

35.3%

4.1%

39.5%

4.9%

4 1 5 %

3.0%

43.9%

6.5%

52.3%

39.8%

52.3%

41.5%

60.1%

37.2%

60.2%

38.0%

53.1%

45.0%

11470

9093.3

11205

7575.1

19907

12428

18756

12680

18414

13269

7.B%

11.8%

125%

7.9%

12.4%

12.9%

4.9%

9.2%

8.9%

6.3%

11.1%

10.5%

4.6%

5.7%

5.4%

ll I l l; I I  r t I I l l IH
2007 2008 © VALUE LINE PUB. INC2005

35,35

7.55

2.84

1.71

3.66

27,86

329,84

16.1

.86

3.7%

119B9

951.0

42.1%

2.0%

46.5%

52.4%

17527

13998

7.1%

10.1%

10.2%

2006
36.03

7.22

3.B2

1.85

4.12

28.30

319.21

14.2

.77

3.4%

11501

1265.0

3B,6%

2.1%

48.6%

51.4%

17570

14657

9.0%

14.0%

133%

2004
37,76

7.80

2 7 7

1.91

2.57

26.04

329.84

14.1

74

4.9%

12453

932.6

42.2%

2.7%

52.8%

45.4%

18938

13478

6.5%

10.4%

10.6%

41.50

7.70

4.25

2.03

41.50

8.10

4.30

2.15

Revenues per sh

"Cash Flow" per sh

Eamings  perch A

Div'd Decl'd per s h B l T

46.00

9.25

5.25

2.50

5.50

28.95

6.40

31.10

Cap'l Spending per sh

Book Value per sh e

4.50

38.75

304.80 304.80 Common Shs 0utst'g D 304.80

Bold Hg
Vale
destin

res are
Llne
ales

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div 'd Yield

13.5

.90

3.5%

12650

1300

12650

1310

Revenues ($mill)

Net Profit ($milI)

14000

1610

41.0%

2.0%

41.0%

1 0 %

Income Tax Rate

AFUDC % to NetProf i t

41.0%

1.0%

50.5%

49.5%

50.0%

50.0%

Long-Term Debt Ratio

Common Equity Ratio

48.0%

52.0%

17900

14325

1s950

15275

Total Capital ($mill)

Net Plant (SmmI

22800

16200

8.5%

15.0%

15.0%

8.5%

14.0%

14.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity E

8.5%

13.5%

13.5%
| .

. D

80% 80%

| 1
ll

85%

D

60%

:35

56%

4.3%

63%

NMF

101%

4 8 %

55%

4.2%

59%

7.4%

47%

7.5%

49%

7.0%

50%

Retained to Com Eq

All Div'ds to Net Prof

7.0%

47%

Genera t i ng sources  coa l,  44%'  nuc lea r ,  26% purchased,  30%.

Fuel cos ts :  37% of revenues. '06 reported depress,  rates :  2.1%

4.1%. Has 13,700 employees. Chairman: George M, Smart. Presi-

dent  & CEO: Anthony  J .  Alexander.  COO: Richard R.  Grigg.  Inc . :

Ohio .  Address :  76  South Main St ree t ,  Akron,  Ohio  44308-1890.

Tel.: 330-384-5100. internet: www.lirstenergycorp.com.

BUSINESS: F i rs t Ene rgy  Co rp.  i s  a  ho ldi ng c o mpa ny  f o r  Ohi o

Edison, Pennsy lvania Power,  Cleveland Elec tr ic ,  Toledo Edison,

Metropoli tan Edison, Penelec, and Jersey Central Power & LighL

Provides electric  serv ice to 4.5 mi llion customers in Ohio (58% of

revenues),  New Jersey  (22%) and Pennsy lvania  (20%),  Elec tr ic

revenue breakdown by  cus tomer c lass  not  prov ided by  company.

qt,

higher margins on the power they are sup-
plying to the company's Penn Power sub-
sidiary, since Penn Power made its sched-
uled transition to market-based rates. This
should benefit share net by $0.12.
There's  a  l o t  o f  uncer ta i n t y  i n  our
earnings est imate for  2008.  Higher
kilowatt-hour sales and margins on power
generation should be pluses, but higher
transition-cost amortization will be a
minus. Operating and maintenance ex-
penses could go either way. We're tenta-
tively estimating a sl ight earnings in-
crease. FirstEnergy plans to issue 2008
earnings guidance in early December.
We expect a dividend hike at the next
board meeting, in December. We esti-
mate that the directors will raise the uar-
terly dividend by $0.03 a share (6% to
$0.53. That would be below recent in-
creases, but would still be a very healthy
rate of growth.
We think FirstEnergy's sol id
earnings- and dividend-growth poten-
tial is reflected in the stock price. The
yield and 3- to 5-year total-return poten-
tial are subpar, by utility standards.
Pau] E. Debbas, CFA November 30, 2007

Distribution rate cases are pending at
Fi rstEnergy's three ut i l i t ies in Ohio.
Ohio Edison, Cleveland Electric, and
Toledo Edison are seeking base rate hikes
totaling $332 million, based on a return of
11.75% on a common-equity ratio of 49%.
The utilities are seeking recovery of higher
costs and expenses that were deferred un-
der previous regulatory plans. An order is
due by March of 2008. New rates would
take effect at the start of 2009 for Ohio
Edison and Toledo Edison, and in May of
2009 for Cleveland Electric.
Two of FirstEnergy's util ities in Penn-
sylvania have appealed a regulatory
ruling to the courts. The Pennsylvania
commission rejected the re best of MetEd
and Penelec for a total of 219 million in
rate relief associated with power genera-
tion. A court decision is expected in 2008.
Earnings should wind up much high-
er in Z007. Earlier this year, FirstEnergy
executed a sale/leaseback transaction for
its largest coal-fired unit. The deal raised
$1.2 billion, $900 million of which was
used to repay short-term debt that was
used to fund a stock buyback. Also, Fir-
stEnergy's generating assets are earning

34.1
27.1

I

T a r g e t  P r i c e  R a n g e
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cost. Rate |
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Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) Di f .  EPS Exc l.  nor rec .  losses :  '02,  40¢,
'03, 25¢, '04, 11¢, '05, 2B¢, gains (losses) from
disc. ops.: '03, (33¢), '04, 1¢, '05, 5¢, '06, (1¢).
'06 EPS don't add due to chg, in she. Next egg.

' 2007, Value Line publishing. Inc, All rights reserved.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ER
of it may be reproduced, resold, lured or uansmi\\el1 in an

due early Feb. (B) Div'ds historically paid early (D) In mill, (E) Rate base: Depr. orig.
Mar. ,  June, Sept. ,  & Dec. Five div 'ds  dad. in aII 'd on com. eq, in NJ in '05: 9. ll5%,
'04. I Div'd reins. plan avail. t Shareholder inv. '07: 10.1%, ham. on avg. com. et., 'DO: 13.5%.
plan avai l. (C) Incl. i f  tang.: In '06: $32.39Ish. Regul. Climate: OH, Above Avg., PA, NJ, Avg.

Factual material is obtained [ram sources believed to be refable and is provided without wananties d any kind.
RORS OR OMISSIONS HEREIN. non-commercial, internal use. No pan i
y printed. electronic of other form, service of product.
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of use lot generating of marketing any printed of electronic publicalian,
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2010-12 PROJECTIONS
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2000 2001 2002
26.05

3.08

1.27

1.24

24.26

3.33

1.60

1.24

22.46

3.52

1.52

1.24

2.04

12.72

1.77

13.06

1.14

14.21

e5.9a 11.20 73.62

12.9

.as

1.5%

11.8

.so

6.6%

13.5

.14

5.7%

1119.0

a4.6

1727.3

1 0 9 8

1553.7

120.2

41.5%

9.8%

34.6%

5.9%

345'/»
4.a%

58.4%

39.9%

56.9%

41.6%

52.0%

46.5%

2101.2

2091.3

2235.8

2067.5

2251.0

2079.3

5.9%

9.7%

9.8%

6.7%

11.4%

11.6%

1.3%

11.1%

11.3%

I

1991 1992 1993 1994 1995 1996 1997 1998
22.71

2.37

1.20

1.11

20.83

2.51

1 2 7

1.1a

20.64

2.23

1.19

1.15

20.74

2.52

1.30

1.11

21,76

2.73

1.33

1.19

22.86

2.a1

1.30

1.21

22.95

3.01

1.38

1.22

23.12

3.23

1.4a

1.24

3.42

12.18

4.03

11.06

4.06

11.62

3.50

11.90

3.21

12.25

3.33

12.52

2.31

12.77

2.60

12.81

47.73 49.52 55.35 57.31 58.55 61.71 63.79 64.23

14.2

.91

6.5%

15.3

.93

5.8%

15.5

.92

6.2%

12.5

.82

7.2%

13.5

.90

6.6%

13.7

.as

6.8%

13.2

.76

6.7%

13.4

.70

6.2%

1999
23.64

5.35

1.45

1.24

2.09

13.16

64.43

12.1

.69

1.1%

1523.3

111.1

33.9%

6.1%

47.2%

41.4%

2049.5

2066.2

s.a%

10.a%

11.0%

2003
23.49

3.54

1.5B

1,24

2.15

14.36

75.54

13.5

.79

51%

17813

120.1

34.9%

54%

455%

493%

2186.9

2311.9

7.3%

107%

10.B%

2004
2385

3.09

1.35

1.24

2.66

15.01

80.59

19.2

1.01

4.s%

1924.1

109.6

45.8%

7 . 6 *

47.6%

51.0%

2375.1

2422.3

6.0%

a u x

8.9%

2005
27.35

3.22

1.46

1.24

2.76

15.02

80.98

18.3

.97

4.6%

2215.5

120.3

35.4%

5.9%

45.2%

53.3%

2283.9

2542.5

6.8%

9.5%

9.7%

200s
30.21

3.19

1.33

1.24

2.5a

1a.44

81.46

20.3

1.10

4.6%

2460.9

109.9

36.5%

8.4%

49.9%

48.6%

2252.7

2641.5

6.4%

9.1%

9.9%

29.95

u s

.90

1.24

31.60

1 2 0

1.25

1.24

Revenu per sh

"Cash Flor" per sh

Eamlngs w sh A

D lv ' d  D M' d p e r M 8 1 1

35.75

1 7 5

1.50

1.24

2.a0

13.50

3.55

1175

Clp'I Spending Pu' sh

Book Value per sh e

2.25

11.25

1 1 5 0 85.50 Common She Outsfg ° 57.W

ms
1.40

52%

Avg Ann'l PIE Ratlo

Relativ e PIE Mtg

Avg Ann'l Div'll Yield

14.0

.as

6.0%

2500

75.0

2700
110

Revenues l$mIll)
nm Prom(sum)

3100

14a

39.0%

12.0%

39.0%

14.0%

Income Tax Rah

AFUDC % to  Ne t  mm

40.0%

6.0%

53.0%

4s.o%

53.0%

45.5%

Long-Tenn Debt Rollo

Common Equity Ratio

51.5%

47.0%

2415

2720

2575

2855

T0ul Clpltal (swim
MN Plant ($milI)

2625

2950

4.5%

5.5%

5.5%

5.5%

9.0%

9.0%

Recur on Tool Cap'l

Recur on Shi. Equity

Return on Com Equliy 1

15.5%

11.0%

11.0%

»<

CAPrrAL STRUCTURE as Of slalom
Toke Debt $1331.0 mm. Due In s Yrs ss20.4mill.
LT Debt $1205.0 mill LT Interest$67.0 mill.
Ind. sec mill. 6.5% oblige. pad. sec. of ws! subsidy.
(LT interest earned: 2.6x)
Pension Assw-1 MG $875.3 mil. Oblig. s9as.s
mil.
PM Start $34.3 rrlill. Pfd Dn'd$2.0 mm.
1,114.657 she. 4% A 10 Sm, $20 par. cal. $20 to
$21,120.000 she.mu $100 par. II. $100.
Sinking fund ends 2015.
Common Stud aa040.566 she.
as M10H9M7
MARKET CAP: $1.a billion (Una Cap)
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ANNUAL RATES
d d1lng¢ (per sh)
Rev enues
"Cash FIUW"
Eamlngs
Div idends
Book Value 2 . 0 %

Past E t f d  ' w a s
s Vn. n o  'wiz

2 . 0 % 4 . 5 %
- . 5 % 3 . 0 %

-1 .0% 1.5%
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Cll-
andlr

QUARTERLY REVENUES (5 ml.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2oo4

2005

goos

2001

2000

51a.4

624.8

607.1

671.7

675

506.8

595.9

673.9

673.5

675

461.8

522.3

s05.0

600.8

575

437.1
472.6

574.9

554.0

5 7 5

1924.1

2215.6

2460.9

2500

m o

Cll-
endar

EIRNINGSPERSHARE*

Mar.31 Jun.30 Sep.30 Doc.31
Full
Year

2004

20os

20os

2007

2001

.40

.30

.40

. 1 1

.30

.31

.35

.20

.28

.30

.51

.46

.40

.24

.35

.14

.as

.33

.21

.JO

1.36

1.46

1.33

.90

1.25

Cal-
endar

QUARTERLY nmnaans PAID I I t

Mar.31 Jun.30 SeD.30 Dec.31
Full
Year

2004

2005

200s

2007

zoos

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

1.24

1.24

1.24

1 2 4

1454.0

103.3

14a5.2

113.2

34.9%

16.5%

3 3 .5 *

14.2%

43.4%

44.0%

44.7%

43.1%

1851.3

2019.6

1918.9

2093.4

7.0%

9.8%

10.6%

7.4%

10.7%

11.4%

3.0%
76%

1.8%

87%

1 .5%

BB%

1.7%

84%

4.4%

63%

4.3%

s a x

3.9%

64%

1.1%

a n s

1.5%

85%

1 %

93%

nor
nor

Nil

99%

Retained to Com Eq
All  was N¢4 PM

2.5%

79%

Bank (Ass). HECO a its subs Maui Electric Co. (MECO) a Hawaii
Electric Light Co.

'01. Elem. rev. breakdown, '06: residential. 34%. commernid. 34%.
large light a power. 32%. Generating sources. 'OS: oil. 62%, pur-
chased. 38%. Fuel costs: 52% d revs. 'as reported dept. rare (utili-
ly): 3.9%. Has 3.400 employees. Chairman: Jeffrey n. Watanabe.
Pres. e. CEO: Constance H. Lau. inc.: HI. Address: P.O. Box 730.
Honolulu. HI 96808-0730. Tel.: 805543-5682. Web: wvwr.hei.com.

BUSINESS: Hawaiian Electric Industries. Inc is the parent compa-
ny of Hawaiian Electric Company (DECO) s American Savings

(HELCO). supply electricity to 434.000 customers
at Oahu. Maui. Mddcai, Lanai, & Hawaii. Operating companies'
systems are not inlerconneded. Discontinued int'I power sub. in

O n e  o f  H a w a i i a n  E l e c t r i c  I n d u s t r i e s '
u t i l i t i e s  r e c e i v e d  a n  i n t e r i m  r a t e  o r -
d e r  i n  l a t e  D e c e m b e r .  M a u i  E l e c t r i c
C ° m ; = " g  ( M E C O )  w a s  g r a n t e d  a n  i n t e r i m
t a r t  h i  e  o f  $ 1 3 . 2  m i l l i o n  ( 3 . 7 % )  b a s e d  o n
a  1 0 . 7 %  r e t u r n  o n  e q u i t y  I n g o r t a n t l y ,  t h e
c o m m i s s i o n  a l s o  g r a n t e d  M  C O
t o m e c h a n i s m  [ O  t r a c k tens i on
H 3 - §  o t h e r  t w o  u t i l i t i e s .  l - r a w a i i a n

5 - y e a r  p e r i o d .
h a v e  c u t  H E l ' s  F i n a n c i a l

a  r e g u l a -
c o s t s .
E l e c -

t r i c  C o m p a n y  ( H E C O )  a n d  H a w a i i  E l e c t r i c
L i g h t  C o m p a n y  ( H E L C O ) ,  h a v e  p e n s i o n
t r a c k e r s  a s  w e l l .
D e s p i t e  t h e  r a t e  r e l i e f  t h a t  H E l ' s  u t i l i -
t i e s  h a v e  r e c e i v e d  i n  r e c e n t  y e a r s ,
k e e p i n g  u p  w i t h  r i s i n g  c o s t s  i s  t o u g h .
A n d  t h e  i n c r e a s e s  i n  o p e r a t i t n F  e x p e n s e s
a r e  n o t  o n l y  d u e  t o  i n f l a t i o n . m aintenance
a n d  r e p a i r  e x p e n s e s  a r e  u p  b e c a u s e  t h e
u t i l i t i e s '  p l a n t s  h a v e  t o  b e  r u n  h a r d e r  d u e
t o  a  t i g h t  c a p a c i t y  s i t u a t i o n .  A s  a  r e s u l t ,
t h e  u t j  c i t i e s  h a v e  n o t  b e e n  e a t i n g  t h e i r
a l l o w e d  r e t u r n s  o n  e q u i t y .
E a r n i n g s  p r o b a b l y  d i d n ' t  c o v e r  t h e
d i v i d e n d  i n  2 0 0 7 ,  a n d  w e  t h i n k  H E l
w i l l  b a r e l y  e a r n  t h e  d i s b u r s e m e n t  i n
2 0 0 8 .  L a s t  y e a r ,  t h i r d - q u a r t e r  p r o f i t s  w e r e
e s p e c i a l l y  w e a k  b e c a u s e  H E C O  r e c e i v e d  a
f i n a l  r a t e  i n c r e a s e  t h a t  w a s  l o w e r  t h a n  a n

i n t e r i m  r a t e  b o o s t  r e c e i v e d  i n  2 0 0 5 .  T h i s
f o r c e d  t h e  c o m p a n y  t o  L a k e  a n  $ 8 . 3  m i l l i o n
( $ 0 . l 0  a  s h a r e )  r e s e r v e  f o r  a  r e f u n d  o f  p r e -
v i o u s y  c o l l e c t e d  r e v e n u e s .  I n  a d d i t i o n  t o
t h e  a  o r e r n e n t i o n e d  p r o b l e m s  a t  t h e  u t i l i -
t i e s .  H E l ° s  A m e r i c a n  S a v i n g s  B a n k  s u b s i d -
i a r y  i s  a l s o  e x p e r i e n c i n g  d i f f i c u l t  b u s i n e s s
c o n d i t i o n s .  T h e  n e t  i n t e r e s t  m a r g i n  i s
d o w n ,  l o a n  g r o w t h  i s  s l o w i n g  _  a n d  d e p o s i t s
a r e  d e c l i n i n g .  D e s p i t e  H E r s  b o t t o m - l i n e
w e a k n e s s ,  w e  t h i n k  t h e  d i v i d e n d  w i l l  h o l d
a t  t h e  c u r r e n t  l e v e l  f o r  t h e  t i m e  b e i n g .
S o m e  l a r g e  c a p i t a l  s p e n d i n g  p r o j e c t s
s h o u l d  b e  c o m p l e t e d  i n  t h e  n e x t  y e a r
o r  t w o .  H E C O  p l a n s  t o  a d d  a  1 1 0 -
m e g a w a t t  b i o f u e l - f i r e d  p e a k i n g  u n i t  a t  a
c o s t  o f  $ 1 6 4  m i l l i o n .  T h e  u t i l i t y  a l s o  p l a n s
a $ 6 9 . 6 m i l l i o n t r a n s m i s s i o n p r o j e c t .
H E L C O  i s  a d d i n g  1 8  m w  o f  c a p a c i t y  a t  a
c o s t  o f  $ 9 2  m i l l i o n .  T h i s  w i l l  n e c e s s i t a t e
s o m e  d e b t  a n d  e q u i t y  f i n a n c i n g
W e d o n ' t r e c o m m e n d t h i s s t o c k ,
d e s p i t e  i t s  h i g h  y i e l d .  H E l ' s  w e a k  e a r n i n g s
a r e  a  c o n c e r n ,  a n d  w e  p r o j e c t  n o  d i v i d e n d
g o t h ,  e v e n  o v e r  t h e  3 -  t o

a t e  t h a t  w e
S t r e n g t h  r a t i n g  a  n o t c h ,  t o  B + + .
P a u ]  E .  D e b b a s ,  C F A F e b r u a r y  8 ,  2 0 0 8

Target Price Range

m m III

ops.: 'as (16¢), '99, e¢, '00, (5e¢), '01, (36¢),
(A) Diluted EPS. Excl. gains (losses) from disc,

03, (5¢)' '04, 2¢; '05, (1¢). nor rec. gain (loss):
05, 11¢, '07, (9¢). Next egg. due late Feb
o z00a, Value Line Publishing, Inc, An rigFh\s reserved.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ER
of it may be reproduced, resold. stored or Uansmilted in an

(B)Div'ds historically paid in early Mar., June, base; Orig. cost Rate all'd on com. eq, in '07: | Company's Financial Strength
Sept., and Dec. l Div'd reirrv. plan avail. t HECO, 10.7% (interim), in '01: HELCO, 11.5% Stock'sPrice Stability
Sharehldr. invest. plan avail. (C) Incl. if tang. in in '07: MECO, 10.7%, earned on avg. com. et., ( Price Growth Persistence
06:$2.45lsh. (D) In mill., adj. for split. (E) Rate 'OB: 9.3%. Regular Climate: Above Avg Earnings Predictability

Factual material is obtained [mm sources believed to be reliable and is provided without warranties ii any kind
RORS OR OMISSKJNS HEREIN. This publication is strialy lot subscribe's own. non-commercial, internal use. No pan
sprinted, decvonic nr other furn, or used for gwneating or marking any primed or electronic publication. service or product
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IDACORP,l NYSE-IDA 32.14
RECENT
PRICE

PIE
RATIO 15.1(:.':3::s§1313)

RELATIVE

PIE RATIO 0 . 9 8
DIV D
YLD 3 . 7 %

VALUE
LINE

36.5
26.0

53.0
25.9

49.4
33.6

41.0
20.9

30.2
20.6

32.9
25.a

32.1
26.2

40.2
29.0

39.2
30.1

High :
Low:

34.3
27,3

37.8
28.5TIMEUNESS 3 Raised8I17l[!7

SAFEW 3 Lowered2/14l03

TECHNICAL 2 LuwEIed 2I8loB

BETA .95 (1.00=Marke!)

Price
4 0
2 5

H'gh
Law

2010-12 PROJECTIONS
. Ann'l Total

Gem Recur
( + 2 5 % 9 %
( - 2 0 % - 2 %

In s id e r  D e c is io n s

M A M J J A S D N
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
2 2 2 0 0 1 0 0 0

toBuy
Options
InSell

a02001
70
74

a7672

1Q2Mll
84
84

27777

Institutional Decisions
20z001

to Buy 93
to Sell 78
Pled's[Ta 34771

I |»

2011

| Il | II,Q |
I ll I II In.

|
I

IL*

.1

ll
la" 11111 II ' •

I --J 1
'a I 1443 1 I

I
1111 ,I l l,. * a |•

,».
I ill' llll

|

1 yr.
3 yr.
5 yr.

% TOT. RETURN 12/01
VLARITH.
INDEX

1.3
25.2

1172

THIS
STOCK
-5,6
za.s
76.5

I

ll Ill I I ..~1III..l.15
10
5

Percent
shares
traded

| I I I . !I

ill'
2005

20.15

3.87

1.75

1.20

4.53

24.04

42.66

16.7

.89

4.1%

859.5

63.7

16.9%

4.7%

50.0%

50.0%

204B.8

23143

4.5%

5.2 /,

6 2 %

I.
iI I II

. lx  l l l l l l l l III I
2002

24,43

4.0B

1.63

1.86

3.53

23.01

38.02

189

1.03

6.0%

928.8

66.3

3.0%

49.2%

47.9%

1826.9

1906.5

5.1%

7.1%

7.0%

i n
2007 2008 © VALUE LINE PUB., INC2006

21.23

4.64

2.35

1.20

5.16

25,76

43.63

15.1

.82

3.4%

926.3

1001

13.3%

4.0%

45.2%

54.8%

2052.8

2419.1

6.2%

8.9%

8.9%

2001
150.10

5.63

3.35

1.86

4,7B

23.15

37.63

11.4

.58

4.9%

5648.0

130.0

33.3%

3.1%

46.4%

47.9%

1815.0

1886.0

8.7%

13.3%

14.4%

2003
20.41

3.50

.96

1 .86

3.89

22.54

38.34

26.5

1.51

6.7%

782.7

40.1

7.5%

50.B%

46.4%

1BS2.5

20B8.3

3.7%

4.4%

4.2%

2004
20.00

4.12

1.90

1.70

4.73

23.88

42.22

15.5

.82

4.1%

844.5

77.8

3.9%

49.3%

50.7%

19873

2209.5

5.3%

7.7%

7.2%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

14.22

3.26

1.56

1.86

13.76

3.16

1.55

1.86

14.57

3.53

1.97

1.86

14.45

3.39

1.B0

1.86

14.51

3.B9

2.10

1.86

15.3B

4.05

2.21

1.86

19.90

4.22

2.32

1 8 6

29.83

4.69

2.37

1.88

17.50

4.50

2.43

1.56

27.10

5,63

3 5 0

1.85

3.94

17.06

3.26

17.25

3.32

1786

2.94

17.91

2.23

18.15

2.49

18.47

2.51

18.93

2.37

19,42

2.95

20.02

3.73

21.82

33,98 36.19 37,09 37.61 37,81 37.61 37.61 37.61 37.61 3751

16.6

1.07

7.1%

17.0

1.03

7.1%

15.4

.91

6.1%

13.9

.91

7.4%

12.4

.83

7.2%

13,7

.BB

6.1%

13.5

.78

5.9%

14.4

,vs

5.4%

12.7

.72

6.0%

m g

.71

4.9%

19.80

4.25

2.00

1.20

21.80

4.55

2.15

1.20

Revenues per sh

"Cash Flow" per sh

Eamings perch A

Div 'd Ded'd per sh B r I

27.80

5.25

2 2 5

1.2o

6.80

26.05

6.15

27.75

Cap'l Spending per sh

Book Value per sh c

5.25

30.95

45.00 46.30 Common Shs 0uts!'g D 47.50

16.1

.85

3.7%

Avg Ann'I PlE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.5

.95

3.6%

890

88.0

1010

97.0

Revenues ($mill)

Net Profit (Sum)

1320

105

32.0%

5.0%

32.0%

5.0%

Income Tax Rate

AFUDC % to Net Profit

32.0%

5.0%

47.5%

52.5%

47.5%

52.5%

Long-Term Debt Ratio

Common Equity Ratio

50.0%

50.0%

2245

2620

2455

2795

Total Capital ($mill)
Ne! Plant ($mill)

2940

3175

5.5%

7.5%

7.5%

5.5%

7.5%

7.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity E

5.0%

7.0%

7.0%

748.5

92.3

1122.0

94.8

658.3

96.9

1019.4

137.6

33.5%

.6%

32.0%

1.3%

32.0%

3.2%

32.1%

3.5%

46.2%

48.8%

49.4%

44.2%

48.9%

44.8%

48.3%

45.9%

1522.2

1718.9

1852.3

1711.5

1680.3

1745.7

1790.0

1505.0

7.8%

11.3%

12.2%

7.3%

11.3%

12.2%

7.4%

11.3%

12.1%

9.2%

143%

1G,0%

CAPITAL STRUCTURE as of 9/30/07
Tota l Debt $12985 mill.  Due in 5 Yrs $4601 mill.
LT Debt $1061 .3 mill. LT Interest $57.2 mill,

(LT interest earned: 2.6x)

Pension Assets-12106 M0 0 3  mi l l . Oblig. $425.6

mm.

Pfd Stock None

Common Stock 44 995,330 she.

MARKET CAP: $1.6 billion (Mid Cap)

2006
+1 .0

26731
2.96
3085
30B4

NA
+3.6

25535
3.45
3084
2963

NA
+3.8

ELECTRIC OPERATING STATISTICS
z004 2005
+2.0

25548
3.35
2912
2843

NA
+3.2

Annual Load Facto! (

% Ch Re1aH Sales (KWH)
Avg. 8982 Use (MWHwH
Avg. 1ndu9. Revs. WW (¢)
Capacity at Peak (
Peak Load Summer In

"in Change Cusinmas -end)

148 2 0 7 2 7 4Fixed Charge Cav. (%)

Past
10 Yrs.

3.5%
1 .0%

Es\'d '04-'06
to '1 D-'12

5.0%
4.0%
2.0%

Nil
4.0%

-4.5%
3.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
5 Yrs.

-20.5%
-4.5%
-B.5%
-8.5%
2.5%

Cal-
endar

QUARTERLY REVENUES($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2000

2007

2008

248.7

248.4

230.5

261 .5

270

211.9

204 g

24266

213.8

260

197.7

210.6

184.8

208.0

245

188.2

195.5

268.4

206.7

235

8445

8595

9263

890

1010

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un.3 0  Se p.3 0 Dec.31
Full
Year

2004

2005

2006

2007

2008

.34

.22

.53

.42

.43

.58

.56

.76

.65

.75

.51

.55

.64

.as

.60

.37

.42

.42

.37

.37

1.90

1.75

2.35

2.00

2.15

Ca l-
endar

QUARTERLY DIWDENDS PAID Br!

Ma r . 3 1  J Un. 3 0  S 8 9 3 0 Dec.31

Full
Year

2004

2005

2005

2007

2008

.465

.30

.30

.30

.30

.30

.30

.30

.465

.30

.30

.30

.455

.30

.30

.30

1.70

1.20

1.20

1.20

2 4 %

82%

2.B%

80%

2.9%

78%

7.5%

55%

6.3%

58%

NMF

113%

NMF

NMF

2.7%

65%

1 .3%

B0%

4.3%

51 '/n

3.0%

60%

3.5%

56%

Retained to Com Et

All Div'ds to Net Prof

3.5%

53%

'06 revenues, estimated labor costs: 9.0%. 2006 depreciation rate:

2.B%. Fuel sources: hydro, 43%, thermal,  33%, purchases, 24%;

Has 1,976 employees. Chairman: Jon H. Miller. Chief Executive Of-

f ioer & Pres ident:  J .  LaMont Kean. lncolporatedz Idaho. Address:

1221 W. Idaho SL, Boise, Idaho 83702. Telephone: 208~388~2200.

Internet: www.idacorpinc.com.

BUSINESS: l o Ac o R p,  I nc .  i s  t he  ho ld i ng c o mpa ny  f o r  I da ho

Power, a uti li ty that owns 17 hydroelectric generation developments

and part ly  owns three coal plants. Sold a patented fuel cell system

in 2006. Sells  e lectr ic i ty  in idaho (96% of revenues.) and Oregon

(4%). Revenue breakdown: residential, 33%, commercial, 18%' in-

dustrial, 11%, other, 38%. Fuel and purchased power cost: 43% of

I T C O R P ' s  c o n s t r u c t i o n  b u d g e t  w i l l
b e l a r g e  f o r  t h e  n e x t  f e w  y e a r s . T o
c o v e r  a n  e x p e c t e d  2 %  a n n u a l  r i s e  i n  c u s -
t o m e r  e n e r g y  d e m a n d ,  I D A  i s s u e d  a  1 0 -
y e a r  r e s o u r c e  p l a n  t h a t  c a l l s  f o r  a n  i n -

c r e a s e  o f  2 , 3 5 0  m e g a w a t t s  ( m w )  i n  g e n e r a -
t i o n  a n d  2 8 5  m w  o f  n e w  t r a n s m i s s i o n  l i n e s
o v e r  t h e  n e x t  1 8  y e a r s .  F o r  s t a r t e r s ,  i t  h a s
b o u g h t  1 3  ( m w )  o f  g e o t h e r m a l  p o w e r  a n d
h a s  c o n t r a c t s  t o  p u r c h a s e  1 0 0  m w  o f  w i n d -

d r i v e n  p o w e r  t h a t  w i l l  g o  o n  l i n e  b y  y e a r -
e n d  2 0 0 8 .  T o  d i v e r s i f y  t h e  e n e r g y  m i x ,  i t

w i l l  b u i l d  a  1 7 0 - m w  g a s - f i r e d  u n i t  a t  t h e
E v a n d e r  A n d r e w s  s i t e  w i t h  a  t r a n s m i s s i o n

l i n e  t o  c a r r y  t h e  p o w e r  w h e r e  n e e d e d .  O n
t h e  h y d r o  s i d e ,  S h o s h o n e  F a l l s '  c a p a c i t y
w i l l  b e  b o o s t e d  f r o m  1 2 . 5  m w  t o  6 2 . 5  m w ,
i f  w a t e r  i s  a v a i l a b l e .  N e w  c o a l  p l a n t s  o u t -
s i d e  o f  I d a h o  a r e  u n d e r  c o n s i d e r a t i o n .  T h e
p a c k a g e  w i l l  r e q u i r e  c a p i t a l  s p e n d i n g  o f

a b o u t  $ 3 8 0  m i l l i o n  a n n u a l l y  t h r o u g h  2 0 0 9

a n d  l e s s e r  a m o u n t s  t h e r e a f t e r .
T h e  c o m p a n y  h a s  f i l e d  f o r  h i g h e r

r a t e s . S i n c e  t h e  l a s t  r a t e  c a s e ,  I D A  h a s  i n -
v e s t e d  l a r g e  s u m s  i n  i t s  e l e c t r i c  s u p e r -
s t r u c t u r e . T h e s e e x p e n d i t u r e s i n c l u d e
s o m e  $ 2 0 0  m i l l i o n  o n  6 5 0  m i l e s  o f  t r a n s -

m i s s i o n  a n d  d i s t r i b u t i o n  l i n e s  a n d  1 0  n e w

s u b s t a t i o n s .  A n o t h e r  $ 1 2 7  m i l l i o n  w a s

s p e n t  o n  m a i n t e n a n c e  a n d  i m p r o v e m e n t  o f
e x i s t i n g  f a c i l i t i e s  a n d  o n  e n v i r o n m e n t a l
u p g r a d i n g  a t  c o a l -  a n d  g a s - f i r e d  p l a n t s .
T o o ,  c o s t s  o f  $ 3 4  m i l l i o n  h a v e  b e e n  i n -
c u r r e d  f o r  r e l i c e n s i n g  h y d r o e l e c t r i c  u n i t s .
A l l  t o l d ,  t h e  u t i l i t y  s e e k s  a  h i k e  o f  $ 6 3 . 9
m i l l i o n ,  b a s e d  o n  a n  1 1 . 5 0 %  r e t u r n  o n

e q u i t y ,  u p  f r o m  t h e  p r e s e n t  1 0 . 2 5 % .  A  r e g -
u l a t o r y  o r d e r  o n  t h e  r e q u e s t  i s  d u e  b y  l a t e
F e b r u a r y  I t  M 1 I  t a k e  e f f e c t  w h e n  i s s u e d .

W e  l o o k  f o r  i m p r o v e d  e a r n i n g s  i n
2 0 0 8 . L a s t  y e a r ' s  r e s u l t s  w e r e  h u r t  b y
p o o r  h y d r o  c o n d i t i o n s .  T h i s  i n c r e a s e d
O & M  e x p e n s e s  a n d  r a i s e d  t h e  n e e d  f o r

m o r e  c o s t l y  f o s s i l  f u e l  g e n e r a t i o n .  O u r
2 0 0 8  e a r n i n g s  e s t i m a t e  o f  $ 2 . 1 5  a  s h a r e
a s s u m e s  a  r e t u r n  t o  a v e r a g e  w i n t e r  s n o w -
p a c k  a n d  a  r e a s o n a b l e  r a t e  a w a r d .  S l o w ,
b u t  s t e a d y ,  g a i n s  a r e  l i k e l y  t o  2 0 1 0 - 2 0 1 2 .

D i v i d e n d  g r o w t h  i s  n o t  t h e  c o m p a n y ' s
s t r o n g  s u i t . T h o u g h  t h e  y i e l d  i s  f r a c -
t i o n a l l y  a b o v e  t h e  i n d u s t r y  n o r m ,  w e  e x -
p e c t  n o  i n c r e a s e  i n  t h e  p a y o u t  f o r  a  w h i l e ,
b e c a u s e  o f  t h e  n e e d  t o  s a v e  c a s h  f o r  t h e

b u i l d i n g  p r o g r a m .  I n c o m e - o r i e n t e d  i n v e s -
t o r s  w i l l  l i k e l y  f a r e  b e t t e r  e l s e w h e r e .

A r t h u r  H  M e d a l i s t F e b r u a r y  8 ,  2 0 0 8

LEGENDS
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Target Price Range
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Stock's Price Stability
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(loss): '93, 1G¢, '00, 22¢, '03, zs, '05, (24¢),
'06 ,  17¢.  Next  earnings  report  due mid-Feb.
(B) Div 'ds  his tor ica lly  pa id in la te  Feb. ,  la te

c 2008, Value Line Puhlishin8, Inc. All rights reserved.
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MGEENERGYII C. nD0-mess 35.24
RECENT
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LINE

23.9
16.4

23.7
16.8

27.8
20.9

jg -

30,1
24.6

35.8
25.0

36.4
27.6
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Insider Decisions
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Options
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to Buy
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STOCK INDEX
6.3 3.0

15.5 31 .3
_. 107.6

I ...I ll6
4
2

Percent
shares
traded

I I I I 1

I

I

l I I I
. . . : 1 I a l \ I .I

II I I I ll
2002 2003

19.75

333

1.69

1,34

21.89

2.94

1,71

1.35

4,45

12.94

4.52

14.34

17.57 18.34

150

.87

50%

17.5

1.00

4.5%

347.1

29.2

401.5

306

39.1% 394%

45.B%

54.2%

435%

56.5%

4195

451.5

B,1%

4553

537.5

7.8%

12,8%

12,B°/n
11.5%

115%

I I

I IIml
1
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2007 2008 © VALUE LINE PUB., INC2001

19.55

3.78

1.52

1.33

2.47

12.67

17.07

14.8

.75

5.5%

333.7

27.2

36.9%

2.2%

42.2%

57.8%

3739

401.2

9.0%

12.6%

12.6%

2004 2005
20.84

2.B8

1,77

1.36

2510

300

1.57

1.37

4.70

16.59

4.19

16.81

20.39 20.45

18.0

.95

4.3%

224

1.19

39%

4248

33.8

513.4

32.1

37.9% 382%

22%

37.4%

52.6%

393%

5D7%

5405

507.4

7,1%

5652

567]

6.5%

10.0%

18.0%

93%

93%

2006
2420

3.52

2.05

1.39

4.41

1789

20.98

15.9

as

4.3%

507.5

42.4

37.9%

1.7%

3B.7%

51.3%

6126

7284

78%

11.3%

11.3%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

14.47

2.83

1 .52

1.17

14.21

2.79

1.45

1.19

15,15

2.86

1,51

1.19

15.23

2.92

1.53

1.25

1546

3.03

1.49

1.26

15.75

2.41

.82

1.28

16.46

3.26

1.40

1.29

15.53

3.59

1.38

1.30

16.95

3.81

148

1.31

19.50

3.89

1.67

1.32

1.24

10.98

17

11.24

147

11.51

1.64

11.78

1.19

12.01

1.36

11.14

1.35

11.25

1.92

11.34

3.16

11.49

4.44

12.05

1605 15.05 15.08 16.08 16.08 16.08 15.08 16.08 16.16 16.62

11.3

.72

5.8%

14.3

,Ev

5.7%

15.2

.90

5.2%

14.3

.94

5.7%

14.5

.97

5.8%

28.1

1.76

5.5%

14.5

.84

6.3%

16.2

.84

5.8%

14.0

.80

6.3%

11.7

.76

6.7%

24.65

3.50

2.35

1.41

25.10

3.55

2.40

1.43

Revenues perch

"CashFlow" per sh

Earnings per sh A

Div'd DecI'd per sh B l

26.50

4.10

2.60

1.50

4.00

17.00

4.00

17.90

Cap'l Spendingper sh

Book Value per sh

4.00

18.70

21.90 21.90 Common Shs Outst'g c 21.90

Bold WE
Wlue
erin

res are
Ume
ales

Avg Ann'lPIE Ratio

Relative PIE Ratio

Avg Ann'lDhl'dWeld

15.0

1.00

4.6%

540

51.0

550

53.0

Revenues ($milI)

Net Profit ($mill)

5s0

sa.o

38.0%

2.0%

38.0%

2.0%

Income Tax Rate

AFUDC %to NetProfit

38.0%

2.0%

39.5%

60.5%

39.0%

610%

Long-Term Debt Ratio

Common Equity Ratio

39.0%

61.0%

620

s o

9.0%

640

690

9.5%

Total Capital ($miiI)

Net Plant ($miII)

Return on TotalCap'l

670

700

9.5%

12.5%

12.5%

13.5%

13.5%

Return on Shi. Equity

Return on Com Equity D

14.0%

14,0%

254.7

22.5

249.8

22.2

274.0

23.8

324.1

27.4

37.5%

2%

37.1%

.9%

36.9%

1.9%

36.5%

1.9%

41.8%

58.2%

46.7%

53.3%

44.5%

55.5%

47.8%

52.2%

310.8

284]

8.8%

342.0

258.6

8.0%

334.3

260.1

8.8%

383.7

342.8

8.8%

12.4%

12.4%

12.2%

12.2%

12.8%

12.8%

13.7%

13.7%

CAPITAL STRUCTURE as gr 9130107
Total Debt $336.3 mill. Due in 5 Yrs $65.0 mill.
LT Deb!$232.3 mill. LT Interest $12.0 mill.

(LT inletest earned: 4.3x)

Leases, Uncapitalized Annual rentals $1.4 mill.
Pension Assets-12/05 $116.7 mill.

Obligation $173.5mill.

Pfd Stock None

Common Stock 21 ,868,684 she.
as of 10/31/07
MARKET CAP: $125 million (Small Cap)

-0.7
3023
5.42
812
690

48.1
+1.6

+1.6
4624
4.40
763
714
59.1
+1.0

Wud Led Fader( I

ELECTRIC OPERATING STATISTICS
2004 2005

% W RMU Sales (KWH)
Avg. In M Use (MUM
Avg. lndust. Revs. w (¢}
CMM a Peak (Mw
Peak Led, Summer )

% Change Cumomm avg.)

2006
-0.7

2865
6.20
780
N A
NA
N A

352 340388Fw Charge cw. (as)

Est'd '04-'06
to '10-'12

.5%

.5%
6.0%
.5%

7.0%

Past
5 Yrs.
4.5%

-4.0%
2.5%
1.0%
7.0%

Past
10 Yrs.

4.0%
1.0%
3.5%
1,0%
4.0%

ANNUAL RATES
d change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (s mill.)
Mar .31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

117.3

159.6

138.6

145.3

148

86.8

114.4

110.6

116.3

118

85.4

100.5

99.7

110.5

113

135.4

138.9

158.8

167.9

171

424.9

513.4

507.5

540

55a

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005

2006

2007

2008

.48

.48

.62

.71

.71

.74

.40

.56

.59

.60

.30

.21

.34

.47

.49

.25

.42

.54

.58

.60

1 .77

1.57

2.06

2.35

2.40

Cal-
endar

QUARTERLY DIWDENDS PAID Bl

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2003
2004

2005

2005

2007

.336

.338

.342

.345

.348

.338

.342

.345

.348

.355

338

.342

.345

.348

.355

.336

.338

.342

.345

.348

1.35

1.36

1.37

139

1.0%

32%

.7%

94%

1.5%

89%

2.9%

79%

2.3%

82%

2.6%

79%

25%

79%

2.3%

77%

1.2%

B7%

3.7%

67%

5.0%

61%

5.5%

59%

Retained to Com Et

All Div'ds to Net Prof

6.0%

57%

Generating sources, '06: coal, 49%, purchased power, 44%; natural

gas and other, 7%. Fuel costs: 43% of revenues. '06 reported

depreciation rate; electric, 3.4%, gas, 33%, Has 750 employees.

Chairman, President 8. CEO: Gary J. Wolter. Inc.: Wisconsin. Ad-

dress: 133 South Blair St., PO. Box 1231, Madison, WI 53701~

1231, Telephone: 60B»252»7000. Internet: www.mge.com.

BUSINESS: MGE Energy Inc. is a holding company for Madison

Gas and Electric, which provides electric service to nearly 132,000

customers in a 250-square-mile area of Dane County and gas ser-

vice to 129,000 customers in 1,375 square miles in seven counties

in Wisconsin. Electric revenue breakdown, '06: residential, 34%,

commercial 52%, industrial, G%, public authorities and other, 7%.

U p o n c o m p l e t i o n , t h e 1 8 - t u r b i n e , 3 0 -
m e g a w a t t  w i n d  f a r m  s h o u l d  g e n e r a t e
e n o u g h  e l e c t r i c i t y  t o  m e e t  t h e  a n n u a l
p o w e r  n e e d s  o f  s o m e  1 2 , 0 0 0  h o m e s .  T h e
p r o j e c t ,  a l o n g  w i t h  o t h e r  r e n e w a b l e  e n e r g y
c o m m i t m e n t s ,  i s  a l l o w i n g  M G E  t o  i n c r e a s e
i t s  w i n d  c a p a c i t y  b y  n e a r l y  e i g h t  t i m e s ,  t o
8 6  m e g a w a t t s .  I m p o r t a n t l y ,  t h e  n e w  w i n d
f a r m  w i l l  h e l p  p r o v i d e  e n e r g y  f o r  a n  e x -
p a n d e d  " g r e e n "  p r i c i n g  p r o g r a m  s l a t e d  f o r
l a u n c h  e a r l y  i n  2 0 0 8 .  A s  p a r t  o f  M G E ' s
G r e e n  P o w e r  T o m o r r o w  p r o g r a m ,  c u s t o m -
e r s  c a n  p a y  a  p r e m i u m  t o  a d d  m o r e  r e n e w -
a b l e  e n e r g y  t o  t h e i r  m i x .
M G E  E n e r g y  s h a r e s  m a y  a p p e a l  t o i n -
c o m e  i n v e s t o r s . T h e  d i v i d e n d  y i e l d ,  a t
4 . 0 % ,  i s  n i c e l y a b o v e  t h e  V a l u e  L i n e  a v e r -
a g e .  W h a t ' s  m o r e ,  a d d i t i o n a l  d i v i d e n d
h i k e s  a r e  l i k e l y ,  g i v e n  t h e  u t i l i t y ' s  g o o d
e a r n i n g s  p r o s p e c t s  a n d  i t s  e n v i a b l e  r e c o r d
o f  p a y o u t  i n c r e a s e s  ( 3 0 - p l u s  y e a r s  a n d
c o u n t i n g ) .  A t  t h e  c u r r e n t  q u o t a t i o n ,  t h e
s t o c k  i s  t r a d i n g  j u s t  w i t h i n  o u r  3 -  t o  5 - y e a r
T a r g e t  P r i c e  R a n g e .  H o w e v e r ,  t h e  p r o s p e c t
o f  l o w e r  i n t e r e s t  r a t e s  s h o u l d  l e a d  t o  a n
a d j u s t m e n t  i n  r i s k » a d j u s t e d  y i e l d s ,  w h i c h
o u g h t  t o  s u p p o r t  t h e  s t o c k  p r i c e .
N i l s  C .  V a n  L i e w D e c e m b e r  2 8 ,  2 0 0 7

M G E  E n e r g y  s h o u l d  r e p o r t  i t s  2 0 0 7  r e -
s u l t s  s o m e t i m e  i n  l a t e  F e b r u a r y . W e
l o o k  f o r  s h a r e  n e t  t o  i n c r e a s e  1 4 %  o v e r  t h e
$ 2 . 0 6  t h a t  t h e  W i s c o n s i n » b a s e d  e l e c t r i c
a n d  g a s  u t i l i t y  e a r n e d  i n  2 0 0 6 .  R e v e n u e s ,
m e a n w h i l e ,  o u g h t  t o  c o m e  i n  a t  $ 5 4 0  m i l -
l i o n ,  s o m e  6 %  h i g h e r  o n  t h e  y e a r .  S t r o n g
r e s i d e n t i a l  p o w e r  J e m a n d  w i l l  n o  d o u b t  b e
a  k e y  d r i v e r .  S o ,  t o o ,  s h o u l d  i n c r e a s e d
§ 8 ) w e r  " s a l e s  f o r  r e s a l e " ,  c o i n c i d i n g  w i t h

G E ' s  i n v o l v e m e n t  i n  t h e  M I S O  a n d  P J M
r e g i o n a l  t r a n s m i s s i o n  o r g a n i z a t i o n s .
W e  l o o k  f o r  M G E  t o  b u i l d  o n  i t s  s u c -
c e s s  i n 2 0 0 8  a n d  o u t  t o  2 0 1 0 - 2 0 1 2 . l m ~
p o r t a n t l y ,  t h e  u t i l i t y  s h o u l d  c o n t i n u e  t o
b e n e f i t f r o m f a v o r a b l e d e m o g r a p h i c s
w i t h i n  i t s  D a n e  C o u n t y  s e r v i c e  a r e a .
S t r o n g  c o m m e r c i a l  a n d  r e s i d e n t i a l  d e v e l -
o p m e n t  i n  a n d  a r o u n d  t h e  c i t y  o f  M a d i s o n ,
i n  p a r t i c u l a r ,  s h o u l d  b o o s t  p o w e r  d e m a n d .
M a d i s o n  i s  h o m e  t o  a  m a j o r  c a m p u s  i n  t h e
s t a t e  u n i v e r s i t y  s y s t e m ,  a n d  i t s  o u t l y i n g
p o p u l a t i o n  i s  g r o w i n g  f a s t .
M G E s h o u l d  s o o n  f i n i s h  c o n s t r u c t i o n
o n  a  n e w  w i n d  f a r m  i n  n o r t h - c e n t r a l
I o w a . T h e  $ 5 9  m i l l i o n  p r o j e c t  r e a c h e d  a
m a j o r  m i l e s t o n e  i n  O c t o b e r  w h e n  t h e  f i r s t
g i a n t  t u r b i n e  t o w e r s  w e r e  e r e c t e d  O n  s i t e .

25.8
20.6

Target Price Range
2010 2012
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-III
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m

"0-12

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) Excl. nonrecuning loss: '96, 42¢. Next able. (C) In millions, adjusted for slack split. (D) 13.0% Regulatory Climate: Above Average.
earnings report due late Feb (B) Dividends Rate alldrvved on common equity in `02: 12.9%,
his tor ically paid in mid-March, June, Septem- eamed on average common equity, '02:
Ber, December. l Dvd. reinvestment plan avail-
° 2001, Value Una Publisher Inc. All rights reserved. Factual material is obtained hum sources believed to be reliable and is provided without warranties al any kind.
THE PUBLISHER lS NOT RE PONSlBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lm subscriber's own, non~commerclal, internal use. No part 1
al it may be reproduced, resdlif. stored or transmitted in any printed. demonic or other four, or used for generating or marketing any printed or demonic publication. service or product.
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NISOURCE INC. NYSE-N 18.56
RECENT
PRICE

PIE
RATIO 16.4(8:2:::s§33:3) 0 . 97

RELATNE

PIE RATI0

DIVD
YLD 5 . 0%

VALUE
LINE

30.9
16.4

31.5
12.8

32.6
18.3

25.0
14.5

22.0
16.4

22.8
19.1

25.5
20.4

24.8
19.5

25,4
17.5TIMELINESS 3 Lowaed6/8/07

sAFE1v 3 Lowered 1l4l02

TECHNICAL 3 Raised 12l28l07
BETA .90 (1.00 Market)

2010-12 PROJECTON§T I
' to

Price Gain "Re¢u?n
High 25 (+35% 1 1 %
Low 17 (-10% 3 %
Insider Decisions

to Buy
Options
to Sell

F M A M J J A S D
0 0 0 1 0 0 1 0 0
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0

Institutional Decisions
102007 2Q2W1 amanv

\oBey 163 176 136
toSelI 149 142 179
Hld'sl0ll0)202459 215399 209234

'LuI 111 III
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2005

27.37

3.20

1.14

.92

233

1B.32

273,55

19,2

104

4.2%

749040

314.6

35.2%

3.5%

50.7%

49.3%

10160

9594.5

4,B%

53%

6.3%

I

NiSource acquired Columbia Energy on No-
vember 1, 2000, paying approximately $6
billion in cash and stock. Columbia share-
holders who chose cash received $70 a
share, plus a security with a face value of
$2.60. Those who chose stock received $74
a share in NiSource common stock. Share-
holders' selections were prorated to reflect a
30% stock portion of the transaction. In
2003, NiSource sold Columbia's exploration
and production business.

1997 1998 1999 200o 2001 z002

20.81

3.54

1.54

.92

24,95

3.83

1.59

.98

25.33

3.80

1.27

1.04

29.34

2.74

1.39

.81

45.59

4.23

1.13

1.15

2509

394

191

1.16

1.76

10.17

2.09

9.78

2.75

10.90

1.80

16.61

3.22

16.72

250

1B7B

124.31 117.53 124.14 205.55 207.49 248.86

13.5

.78

4.4%

17.7

92

3.5%

19.6

1 .12

4.2%

14.9

.97

3.9%

23.4

1.20

4.4%

10.B

59

56%

CAPITAL STRUCTURE as of 9130107
Total Debt $6657.3 mill. Due in 5 Yrs $25631 mill.
LT Debt $5923.4 mill. LT Interest $374.0 mill.

(LT interest earned: 2.5x)

Leases, Uncapitalized Annual rentals $4722 mill.
Pension Assets-12/06 $2.05 bill.Oblig. $2.29 bill.

Pfd Stock None

Common Stock 274,171,749 she.

as of 10131107

MARKET CAP: $5.1 bllllon (Large Cap)

2586.5

199.5

2932.8

202.4

3144.6

168.7

6030.7

196.9

9458.7

243.5

5492.3

412.5

34.7%

.2%

33.3%

1.8%

34.9%

3.4%

33.3%

2.0%

44.7%

1.8%

35.5%

.6%

54.2%

41.1%

55.4%

38.8%

51.8%

35.5%

63.4%

35.2%

63.3%

35.8%

55.7%

43.4%

3077.2

3656.1

2959.7

3662.1

3813.3

5230.4

9695.6

9546.7

9683.8

9554.7

9622.5

10058

8.2%

14.2%

15.1%

8.7%

15.7%

16.9%

6.0%

9.2%

11.9%

2.7%

5.5%

5.5%

4.7%

6.8%

6.8%

B.7%

9.7%

9.7%

29.75

3.40

1.25

.92

Revenues per sh

"Cash Flow" per sh

Eamings per sh A

Div'd Decl'd per sh B l

33.75

4.00

1.50

1.00

2.90

15.90

Cap'l Spending per sh

Book Value per sh c

3.00

20.25

275.50 Common Shs 0utst'g D 277.00

res an
Ume
ales

Avg Ann'l PE Ratio

Relative PlE Ratio

Avg Ann'I Div'd Yield

14.0

.95

4.8%

a200
345

Revenues ($mill)
Net Profit ($miII)

9375

420

310%

3.0%

Income Tax Rate

AFUDC % to Net Profit

37.0%

2.0%

53.0°/»
47.0%

Long-Term Debt Ratio

Common Equity Ratio

51.0%

49.0%

11110

10150

Total Capital ($mill)
Net Plant ($milI)

11525

10700

5.0%

6.5%

6.5%

Return on Total Cap'l

Recur on Shr, Equity

Return on Com Equity E

5.5%

7.5%

7.5%

6.3%

60%

6.7%

62%

2.6%

79%

L 7 6

71%

NiviF

101%

3.9%

60%

3.0 /,

69%

39 /»
57%

3%

85%

1.2%

80%

1.5%

76%

2.0%

73%

Retained to Com Et

All Div'ds to Ne! Prof

2.5%

66%

2006
+.7

3783
5.40

3313
3238
61 .5
+.7

Annual Load Facto! (A

3672
4.45
3297
2922
66.0
+1.2

2005
+2.9
3621
4.87
3560
3166
62.8
+1 O

ELECTRIC OPERATING STATISTICS
2004

% Charge Retail Sales (KWH) +2 .4
Avg. In st. Use MUM
Avg. Induct. Revs. I (¢)
Caddy at Peak( w
Peak Load, Summa w)

% Change Customers yr4nd}

coal, 28%; industrial, 39%, other, 5%. Generating sources, '06: coal,

81%, purchased & other, 19%. Fuel costs: 5B% of revs. '06 re

ported depress. rates: 3.8% electric, 2.B% gas. Has 7,400 employ-

ees. Chairman: Jan M. Rolland. President & CEO: Robert C.

Skaggs, Jr. inc.: Indiana. Address: B01 East 86th Ave., Merrillville,

Indiana 46410. Tel.: 877-647-5990. Internet: www.nisource.c0m.

BUSINESS: NiSource Inc. is a holding company for Norlhem Indi-

ana Public Service Company (NIPSCO), which supplies electricity

and gas to the norther third of Indiana. Customers: 454,000 elec»
trio in IN, 3.3 million gas in in, OH, PA, KY, VA, Mo, MA, NH, ME.

Acquired INC Resources 3/97' Bay State Gas 2199 Columbia En-

commer-erg 11100. Electric rev. breakdown, '06: residential, 28%,

W e  h a v e  l o w e r e d  o u r  2 0 0 7  a n d  2 0 0 8
e a r n i n g s  e s t i m a t e s f o r  N i S o u r c e . I n
t h e  t h i r d  q u a r t e r ,  t h e  c o m p a n y  t o o k  a
c h a r g e  o f  $ 1 6 . 2  m i l l i o n  ( $ 0 . 0 6  a  s h a r e )  f o r
a  r a t e  r e f u n d  a s s o c i a t e d  w i t h  a  r e g u l a t o r y
s e t t l e m e n t  r e l a t e d  t o  N o r t h e r n  I n d i a n a
P u b l i c  S e r v i c e ' s  p u r c h a s e d - p o w e r  c o s t s .
T h e  s e t t l e m e n t  w i l l  a l s o  a f f e c t  o n g o i n g
e a r n i n g s .  A c c o r d i n g l y ,  w e ha ve c u t  o u r
2 0 0 7  a n d  2 0 0 8  s h a r e - e a r n i n g s  e s t i m a t e s
b y $ 0 . 1 5  an d  $ 0 . 1 0 ,  r es p ec t i ve l y .  N i S ou r c e
s t o c k  c o n t i n u e s  t o  l a n g u i s h ,  h a v i n g  f a l l e n
m or e  t h an  2 0 %  s i n c e  t h e  s t a r t  o f  2 0 0 7 .
N i S o u r c e ' s ou tsour c i ngs a g r e e m e n t
w i t h  I B M  d i d n ' t  m e e t  e x p e c t a t i o n s .
M a n y  o f  t h e  f u n c t i o n s  t h a t  w e r e  o u t -
s o u r c e d  w i l l  b e  b r o u g h t  b a c k  i n  h o u s e  b e -
c a u s e  t h i n g s  d i d n ' t  g o  s m o o t h l y .  Th e  c o m -
p a n y  s t a t e d  t h a t  t h e  e xp e c t e d  c o s t  s a v i n g s
w i l l  n o t  b e  a c h i e v e d ,  e v e n  t h o u g h  t h e  1 0 -
ye a r  c o n t r a c t  s t i l l  h a s 7.5 ye a r s  r e m a i n i n g .
T h e  c o m p a n y  h a s  r e c e i v e d  t w o  r a t e
o r d e r s ,  a n d  m o r e  r a t e c a s e s  a r e  c o m -
i n g  u p  i n  2 0 0 8 . C o l u m b i a  G a s  o f  K e n -
t u c k y  w a s  g r a n t e d  a  t a r i f f  h i k e  o f  $ 7 . 2 5
m i l l i on ,  b as ed  on  a  1 0 . 5 %  r e t u r n  on  eq u i t y .
A  $ 5 . 9  m i l l i o n  i n c r e a s e  f o r  B a y  S t a t e  G a s
i n  M a s s a c h u s e t t s  t o o k  e f f e c t  o n  N o ve m b e r

l e t .  B a y  S t a t e  i s  s e e k i n g  a n  a d d i t i o n a l
$ 7 . 5  m i l l i o n .  I n  e a r l y  2 0 0 8 ,  C o l u m b i a  G a s
p l a n s  t o  f i l e  r a t e  a p p l i c a t i o n s  i n  P e n n s y l -
v a n i a  a n d  O h i o .  B y  m i d - 2 0 0 8 ,  N I P S C O
m u s t  f i l e  a n  e l e c t r i c  c a s e  i n  I n d i a n a .  T h e
u t i l i t y  i s  s e e k i n g  t o  a c q u i r e  1 , 0 6 0  m e g a »
w a t t s  o f  g a s - f i r e d  c a p a c i t y - - i n c l u d i n g  t h e
5 2 5 ~ m w  W h i t i n g  p l a n t ,  w h i c h  i s  n o w  a
n o n r e g u l a t e d ( a n d  m o n e y - l o s i n g ) as s e t
o w n e d  b y  N i S o u r c e .  T h i s  w i l l  b e  r e f l e c t e d
i n  t h e  u p c om i n g  r a t e  c as e ,
N i S o u r c e  i s  e v a l u a t i n g  t h e  p o s s i b i l i t y
o f  p l a c i n g  s o m e  o f  i t s  m i d s t r e a m a s
a s s e t s  i n  a  m a s t e r  l i m i t e d  p a r t n e r s l g i i p
( M L P ) .  Th i s  wo u l d  l o we r  t h e  c o s t  o f  c a p i t a l
f o r  t h i s  o p e r a t i o n ,  N i S o u r c e  i s  a l r e a d y
b u i l d i n g  g a s  i n f r a s t r u c t u r e  t o  s e r v e  t h e
N o r t h e a s t ,  a n d  t h e  p o s s i b i l i t y  o f  a d d i t i o n a l
p ro j ec t s  ex i s t s .
W e d o n ' t r e c o m m e n d  t h i s e q u i t y ,
d e s p i t e  i t s  a b o v e - a v e r a g e  y i e l d . E v e n
t h e  a n n o u n c e m e n t  o f  a n  M L P  l i k e l y
w o u l d n ' t  b e  e n o u g h  t o  p u s h  t h e  s t o c k  u p -
w a r d .  T h e  m o d e s t  e a r n i n g s  a n d  d i v i d e n d
g r o wt h  we  p r o j e c t  t h r o u g h  2 0 1 0 - 2 0 1 2  s u g -
g e s t s  t h a t  t o t a l - r e t u r n  p o t e n t i a l  o v e r  t h a t
t i m e f r a m e  i s n ' t  i m p r e s s i ve .
P a u l  E ,  D e b b a s ,  C F A De ce mb e r  2 8 ,  2 0 0 7

258 223 223Fixed Charge Cay.(%)

Past
10 Yrs.

6.5%
.5%
-.5%
1.5%
75%

Est'd '04-'06
to '10-'12

4.0%
3.5%
2.5%
1.5%
2.0%

Past
Yrs.

-4.0%
-2.0 /,

.5%
-1.5%
4.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

20os

2007

2008

2473

2883

2972

2894

3050

980

1165

1156

1241

1300

1968

2695

2050

2088

2200

1245

1356

1312

1577

1650

6666.2

7899.1

7490.0

7800

8200

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005

2006

2007

2008

.08

d.02

.10

.03

.as

.58

.27

.33

.30

.40

.82

.77

.63

.75

.75

.13

.07

.08

.11

.05

1.62

1.08

1.14

1.20

1.25

Cal-
endar

QUARTERLY DMDENDS PAID Bl

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

200s

2007

.29

.23

.23

.23

.23

.29

.23

.23

.23

.23

.23

.23

.23

.23

.23

.29

.23

.23

.23

.23

1.10

.92

,92

.92

Target Price Range

IH Ill

(A) Diluted EPS. Excl. nor rec. gains (losses) 07, 3¢. '04 & '05 EPS don't add due to round avail. (C) Incl. inland. In '06: $19.77lsh. (D) In
in. Next egg. due late Jan. (B) Div'ds history mill., adj. for split (E) Rate base: Fair vol. Rate

(4¢), gains losses) on disc. ops.: '00, 7¢; '02, | Cally paid in mid-Feb., May, Aug., Nov. T)1ere all'd on com. eq, in '87: 13.5%, earned on avg

Company's Financial Strength
Stock's Pace Stability
Price Growth Persistence
Earnings Predictability

00, 24¢, '01, (10¢). '02, 9¢, '03, 1¢ net, '05

(25¢), '03, (1.27 '04, 2¢, '05, 10¢, '06, (11¢) were only 3 declarations in '00. Div'd reins com. eq., '05: 52%. Reg. Climate: Above Avg

2007, Value Line Publisher lm All rigFhxs reserved. Factual material is obtained from sources believed in be reliable and is provided wirhnut warranties al any kind
THE PUBLISHER lS NOT REsPONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is suictty for subscribers own, non-commerdal, internal use. No pan
of ii may be reproduced. resold, stored or transmitted in any printed, electronic or other form, or used for generating of lnarkeling any printed or elernmnic publicalim, sen/ice or produi:L
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NYSE-NST 34.70
RECENT
PRICE

PIE
RATIO 15.9(8::::"a;1313) 0 .9 5 4.1%

DIVD
YLD

VALUE
LINE

22.3
18.2

23.5
18.2

22.6
17.0

24.1
17.0

24.5
19.3

27.2
22.7

31.5
24,9

35.9
26.5

37.4
30.8T\MELlNESS 4 Lw4eted 12lBI06

SAFETV 1 Raised 6l11l99

TECHNICAL 3 Rai$edllI(il0ll
BETA .75 (1.00 Market)

Ann'l Total
Return
1 0 %

5 %

Price
4 5
3 5

2010-12 PROJECTIONS

Gain
( + 3 0 %
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I n s i d e r D e c is io n s

to Buy
Options
to Sell

D  J  F  M  A M J J  A
0  0  0  0  0  0  0  0  0
0  0  0  0  0  5  0  D  0
0  0  2  0  0  7  0  0  1

High :
Low:

15.1
10.9

19.2
12.3 2 0 1 1

LEGENDS

Yes

1,02 x Dividends Y sh
divided Hg Qrvteles Rate
Re[at1ve nee Sltength

2-lor-1 spill 6/05
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STOCK
5.0
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107.7
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INDEX

1 2 9
50.1

1453

In s t i t u t io n a l  D e e is lo n s
4o2 as 102001 102907

lo Buy 123 124 111
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2005

30.36

5.00

1.B3

.87

a.ss

14.37

105.81

15.5

.83

3.1%

3243.1

198.1

35.6%

1.9%

60.4%

38.6%

3980.4

3701.8

1.1%

12.6%

12.8%

2006
33.50

s . w

1.93

1.54

3.99

14.a2

105.81

15.9

.as

5.0%

3577.7

208.7

37.a%

3.3%

59.2%

39.7%

3986.3

3945.3

7.3%

12.8%

13.1%

2007 2008 o vALue UNEPUB., mc1991 1992 1993 1994 1995 1995 1997 1998 1999 2000 20o1 2002 2003
15.89

2.87

.98

.80

15.77

2.94

1.05

.ea

16.42

2.98

1.14

.as

17.00

3.35

1.2t

.89

16.96

3.11

1.04

.92

17,11

3.65

1.31

.94

18.31

3.66

1.35

.94

17_19

3.84

1.38

.85

15.94

3.04

1.39

.so

25,45

3.7B

1.60

1.01

30.09

3.81

1.54

1.04

25.64

3.95

1.69

1.07

27.4a

3.98

1.14

1.09

2.55

8.96

2.58

9.39

2.81

9.11

2.42

10.os

2.0B

10.31

2.13

10.54

1.23

10.98

1.57

11.14

1.53

13.29

1.78

12.65

2.22

11.90

a.so

12.25

2.94

12.84

84.09 89.53 90.26 91.01 96,01 97.02 97.03 94.37 116.12 106.07 105.07 106.07 106.07

10.6

.68

7.7%

11.9

.72

6.6%

13.1

.71

5.8%

10.1

.70

6.9%

12.3

.oz

7.2%

9.1

.61

1.4%

10.6

.61

6.5%

14.6

.76

4.7%

14.s

.83

4.8%

12.9

.BE

4.9%

12.1

.65

5.0%

12.1

.89

4.9%

12.8

.73

4.9%

2004
27,73

4.09

1.75

1.13

2.95

13.52

106.55

14.0

.14

4.5%

2954.3

190.4

38.5%

.5%

58.6%

40.2%

3585.3

3425.0

7.4%

\2.8%

13.1%

30.90

5.55

2.10

1.35

J u s

5.95

2 2 5

1.4:

Revenues per sh

"Cash FIG/ ' w s h

E a mi ngs  pus h  *

Div'd Ded'd per sh I  l

30.00

7.00

3 . N

1.75

1 1 0

15.60

2.95
16.15

Cap'l Spending w sh
Book Value per sh c

2.75
19.75

10s.a1 1os.a1 Common Shs 0 u t s t ' g  ° 106.11

lot# Ill
W M
esllh

ans I l l
Um
ahs

Avg Ann'l PIE Ratio

Relative PE Ratio

Avg Ann'l :we Yleld

13.5

.90

4.3%

3300

225

$500

24s

Revenue ($mlII)

Net Profit lsmiu)

4115

315

3 1 0 %

2.0%

38.0%

b o x

lncnmeTlxRlte

AFUDC % t o  nu P mf l t

31.0%

1.0%

51.5%

40.5%

58.0%

41.0%

Long-Term Debt Ratlo

Common Eqully Ratio

4 l.0 %

51.0%

4100

41:0

am
4215

Tool Capital ($mun
in plan ($mim

4150

4375

7.5%

13.5%

13.5%

7.5%

13.5%

14.0%

Recur on Tool Cap'l

Rdum on Shr. Equity

Recur on Com Equity E

9.0%

14.5%

14.5%

1776.2

144.6

1622.5

141.0

1as1.4

146.5

2699.5

1a1.0

3191.8

179.1

2119.1

181.3

2914.1

188.0

363%

.8%

34.3%

1 2 %

29.1%

1.5%

41.5%

2.5%

41.4%

2.8%

35.8%

1.6%

37.5%

2.4%

46.1%

46.5%

45.5%

50.1%

50.0%

47.2%

59.4%

39.4%

59.2%

39.5%

60.9%

3 7 .8 *

5B.5%

40.2%

2291.5

2a54.1

2099.5

2210.1

3269.3

2550.6

3409.8

2523.6

3191.4

2625.4

3433.7

2847.6

3387.1

3216.1

8.3%

11.7%

12.3%

8.7%

12.3A

12.6%

6.1%

9.0%

9.1%

7.6%

13.1%

13.0%

8.1%

13.7%

13.7%

7.5'/l

13.5%

13.8%

7.a%

1a.4A

13.7%

CAPITAL STRUCTURE as M9130107
Total Debt s2a91 .4 mill. Due In 5 Yrs s1ass.9 mill.
LT Debt s220s.s mill. LT Interest s136.6 mill.

Ind. $484.0 mill. sewrilized bonds.
(LT lnlenesl earned: 3.1x)
Least. Uncapltalizad Annual rentals S1 a.1 mill.

Psnslon Assets-12/05 $1.03 be. Obllg. $1.as  be.
Pfd sums $43.0 mill. PM DlV'd s2.0 mill.
430,000 she. 4.25%-4.7a%. wm.. redeemable al
$102.80-$103.625.
Common Stock 106,808,376 she.
as Of 101301117
MARKET CAP: $3.1 bllllon (aid Cap)

2005
-L9

1001
840
NMF
495s
NMF
+L5

+ 2 5
1022
8 2 0
NMF
4682
NMF

+ 1

+ 1 5
1027
780
NMF
4254
NMF

+A

ELECTRIC OPERATING STATISTICS
* HellISal:s l 2 0 0 4 2 0 0 5
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Pas!

la Yrs.
Past Esfd '04-'os
5 Yrs. 10 '10-'12

5.0% 4.0%
6.5% 6.5%
3.5% 8.5%
3.0% 7.0%
2.5% 5.5%

ANNUAL RATES
d change (Pu sh)
RUVBIIUBS
"Cash Flow"
Eamlngs
Dividends
Book Value

6.0%
3.5%
4.5%
2.5%
3.5%

Cll-
endar

QUARTERLY REVENUES IS mil.)
l\lar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

goos

2007

2ooa

649.8

692.0
784.6

725.1

775

781.5

858.5

956.3

804.9

150

713.1

812.6

802.0

785.6

125

809.9

880.0

1034.8

984.4

1050

2954.3

3243.1

3577.7

m o

3500

Cal-
endar

EAnnmssl>snsHARE»
Ma r.3 1  J un .3 0  Ss p .3 0  De c .3 1

Full
Year

2004

2005

200s

2001

20oa

.59

.12

.12

.19

. 8 0

.46

.43

.41

.45

.50

.35

.31

.43

.47

. s o

.35

.35

.38

.39

. 4 5

1.76

1.83

1.93

z o o

2.25

Cd-
endar

QUARTERLY DMDENDS PAID I I

l la r . 3 1  J un .3 0  Sa D.3 0  De c .3 1

Full
Year

2004

2005

goos

2007

2ooa

.278

.29

.303

.325

.278

.29

.303

.325

.278

.29

.303

.325

.278

.29

.303

.ans

.35

1.11

1.16

1.21

3.7%

73%

3.9%

71%

2.4%

74%

4 8 %

64%

5.0%

65%

5.2%

63%

5.1%

63%

4.8%

64%

4.6%

84%

4.9%

63%

5.0%

68%

5.0%

63%

Retained to  Com Et

a l  D i v a  t o net Plus

6.0%

60%

down, '06: residential, 43%. commercial, 52%, industrial, 5%, other,

less  than 1%.  So ld foss i l plants  i n 'pa_  nuder  plant  i n '99 .  Fue l

costs: 59% of revenues. '06 reported depress. rate: 3.0%. Has 3,100

e mplo y e e s .  Cha i ma n,  Pre s i de nt  &  CEO:  Tho ma s  J .  Ma y .  I nc . :

Massachusetts. Address: a00 Boylston SL, Boston, Massachusetts

02199-8003. Ta.: 617-424-2000. lntemel: .nstaronline.com.

BUSINESS: NSTAR is  a holding company for Boston Edison Com-

pany,  which supplies  dedridty  to  an area a l approx 590 sq.  mi .  in
easter Massachusetts ,  encompassing Boston and 39 surrounding

towns and c i t ies , and Commonwealth Energy (aoq'd 8199),  which

provides electric and gas service in easter Massachusetts. Serves

1.1 million electric, 300,000 gas customers. Electric revenue break-

N o v e m b e r  S Q  2 0 0 7

t h a t  r e v e n u e s  w i l l  d e c l i n e  i n  2 0 0 7 ,  d e s p i t e
t h e  i n c r e a s e  i n  b a s e  r a t e s  m e n t i o n e d
a b o v e . )  I n  a l l ,  w e  t h i n k  N S T A R ' s  t a r g e t  o f
6 % - 8 %  a n n u a l  e a m l n g s  g r o w t h  i s  a t t a i n -
a b l e .  O u r  2 0 0 8  f o r e c a s t  o f  $ 2 . 2 5  w o u l d  p r o -
d u c c  a n  e a r n i n g s  i n c r e a s e  w i t h i n  t h i s  g o a l .
E a r l i e r  t h i s  m o n t h ,  t h e  b o a r d  o f  d i r e c -
t o r s  r a i s e d  t h e  d i v i d e n d .  T h e  b o a r d
b o o s t e d  t h e  q u a r t e r d i s b u r s e m e n t  b y
$ 0 . 0 2 5  a  s h a r e  ( 7 . 7 % T h e  i n c r e a s e  w a s
w i t h i n  N S T A R ' s  t a r g e t  o f  p r o v i d i n g  6 % - 8 %
a n n u a l  d i v i d e n d  g r o w t h .  W e  p r o j e c t  t h a t
t h e  c o m p a n y  w i l l  a t t a i n  t h i s  g o a l  o v e r  t h e
2 0 1 0 - 2 0 1 2  p e r i o d .  N S T A R  h a s  b e e n  r a i s -
i n g  t h e  d i v i d e n d  a n n u a l l y ,  b u t  s i n c e  o n e
d e c l a r a t i o n  w a s  p o s t p o n e d  f r o m  t h e  f o u r t h
q u a r t e r  o f  2 0 0 5  u n t i l  t h e  f i r s t  p e r i o d  o f
2 0 0 6 ,  t h e  s t a t i s t i c a l  a r r a y  a b o v e  s h o w s  u n -
u s u a l  f l u c t u a t i o n s .
C o n s e r v a t i v e  i n v e s t o r s  m i g h t  c o n s i d -
e r  t h i s  s t o c k  f o r  i t s  g o o d  y i e l d ,  w h i c h  i s
a b o v e  a v e r a g e  e v e n  b y  u t i l i t y  s t a n d a r d s .
T h e  s t o c k  i s  r a n k e d  l  ( H i g h e s t )  f o r  S a f e t y
I t  o f f e r s  r e s p e c t a b l e ,  r i s k - a d j u s t e d  t o t a l  r e -
t u r n s  o v e r  t h e  3 -  t o  5 - y e a r  p e r i o d ,  t h a n k s
t o  N S T A R ' s  s o l i d  e a r n i n g s -  a n d  d i v i d e n d -
g r o w t h  p o t e n t i a l .
P a u l  E .  D e b b a s ,  C F A

W e  h a v e  r a i s e d  o u r  2 0 0 7  e a r n i n g s  e s t i -
m a t e  f o r  N S T A R  b y  $ 0 . 0 5  a  s h a r e ,  t o
$ 2 . 1 0 .  T h i r d  q u a r t e r  p r o f i t s  w e r e  b e t t e r
t h a n  w e  e x p e c t e d ,  d u e  i n  p a r t  t o  i n t e r e s t
i n c o m e  a s s o c i a t e d  w i t h  a  t a x  m a t t e r .  T h i s
a d d e d  $ 0 . 0 3  t o  s h a r e  n e t .  O u r  r e v i s e d  e s t i -
m a t e  i s  s t i l l  w i t h i n  t h e  c o m p a n y ' s  t a r g e t e d
r a n  e  o f  $ 2 . 0 2 - $ 2 . 1 2  a  s h a r e .  B u t ,  N  T A R
s t o c  i s  r a n k e d  4  ( B e l o w  A v e r a g e )  f o r  y e a r -
a h e a d  r e l a t i v e  p e r f o n n a n c e .
W e  e x p e c t  t h e  c o m p a n y  t o  c o n t i n u e  t o
p r o d u c e  s t r o n g  e a r n i n g s  g r o w t h  o v e r
t h e  3 -  t o  5 - y e a r  p e r i o d .  N  T A R  h a s  a n
e l e c t r i c  r e g u l a t o r y  a g r e e m e n t  t h a t  r u n s
t h r o u g h  2 0 1 2 .  I t  p r o v i d e s  f o r  a n n u a l  b a s e
r a t e  i n c r e a s e s  a n d  o p p o r t u n i t i e s  t o  e a r n
a d d i t i o n a l  i n c e n t i v e  r e v e n u e s .  T h e  u t i l i t y
m a y a m  a  r e t u r n  o n  e q u i t y  o f  u p  t o
1 2 . 5 %  ( o n  a  r e g u l a t e b a s i s ,  w h i c h  d l  f e e s
f r o m  a  f i n a n c i a l  R 8 1 )  b e f o r e  a  s h a r i n g
m e c h a n i s m  k i c k s  i n .  N S T A R  c a n  a l s o  r e -
o p e n  t h e  r e g u l a t o r y  a g r e e m e n t  i f  i t s  r e g u -
l a t o r y  R O E  f a l l s  b e l o w  8 . 5 % ,  b u t  w e  c o n -
s i d e r  s u c h  a  d e c l i n e  " = 8 v  u n l i k e l y .  T h e
u t i l i t y  f a c e s  n o  c o m m a  t t y  r i s k ,  a s  i t
p a s s e s  o n  a n y  i n c r e a s e s  i n  p o w e r  a n d  g a s
c o s t s  t o  i t s  c u s t o m e r s .  ( I t  a l s o  p a s s e s  o n
a n y  d e c r e a s e s ,  w h i c h  i s  w h y  w e  e s t i m a t e

22.5
17.5

T a r g e t  P r i c e  R a n g e
2 0 1 0 2 0 1 2

120
100
80
64

CB

32

24
20
16

12

' I 0 - 1 2

Stock's Price Stability
Company's Financial Strength

Price Growth Persistence
Eamings Predictability

100
A) Diluted EPS. End, nonrecurring losses: '01, historically paid in early Feb., May, Aug., and $23.52lsh. (D) In mill., adj. for split. (E) Rate
1.66 net, '02, 17¢, '03, 4¢. '04,'05, & '06 EPS Nov, There were only 3 div'd declarations in base: Net original cost. Rate allowed on com.

don't add to full-year total due to rounding. '05, 5 in '06. l Div'd reinvestment plan avail- eq. in '06: 12.5%, earned on avg. com. eq., '06:
Next earnings report due late Jan. (B) Div'ds able. (C) Incl. intangibles. in '06: $2.5 bill., t3.3%. Regulatory Climate: Above Average.
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Income Tax Rate
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5.0%

7.0%

7.0%

CAPITAL STRUCTURE as of 9/30/07
Total Debt $15ss.s miII.Due in 5 Yrs $2161.s
mill,
LT Debt $12335 mill. LT Interest $92.3 mill
(LT interest earned: 2.8x)
Pension Assets-12/06 $4B5,8 mill. 0blig. $535.7
mill.
Pfd Stock $11.5 mill. Pfd DW'd $.6 mill.
115,293 she. 4.58%, $100 par who mandatory
redemption. Sinking fund began 211184.

Common Stock 76,777,076 she. as of 11/1/07
MARKET CAP: s1.s billow (Mid Cap)
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12.1%

6.5%

84%

8.4%

31%

5.2%

42%

6.5%

35%

12.3%

20%

3.1%

53%
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44%

4.3%
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49%

1.5%

74%

3.0%
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All Div'ds to Net Prof

3.0%

pa%

ere.  Fue ls ;  coa l,  70%, nuder_ 24%, go/o i l,  6%. Fue l cos ts :  59%

of revs., labor costs: 16%. '0s reported depress. rates: 2.4% elec.,

2.9% gas. Est 'd plant age: 11 years. Has 5,675 employees. Chair-

mar,  Chie f  Execut i ve  Of t ioer  & Pres ident :  Je f f ry  E.  Stabs .  Inc . :

New Mexico. Address: Alvarado Square, Albuquerque, New Mexico

87158, Tel.: 505-241-2700. Internet; .pnmresources.com.

BUSINESS: PNM Resources, parent of Public  Serv ice Company of

New Mexico, sells  electric i ty  (86% of revenues), gas (14%), other

less than (1%) in north-central New Mexico (popup: 1,300,000). Ac~
quired TNP Enterprises 6105. Largest wstomen Ci ty  of  Albuquer-

que .  E lec t .  rev .  breakdown:  res i t . ,  35%.  c omer . ,  35%,  i nduc t ,

16%, other, 14%. Area's mili tary establishments are major custom-

i n k s .

$ 6 2 0  m i l l i o n ,

p a s s - t h r o u g h

T h e  p u r -

h a s  f i l e d  i t s  f i r s t  e l e c -

c o n s u m p t i o n - b a s e d  r a t e s  d e s i g n e d  t o  e n -

c o u r a g e  e n e r g y  e f f i c i e n c y .  F i n a l l y ,  i t  s e e k s

r e c o v e r y  o f  e n v i r o n m e n t a l  o u t l a y s  a s  t h e y

a r e  i n c u r r e d .  T h i s  w o u l d  r e i m b u r s e  P N M

i n  a  t i m e l y  m a n n e r  f o r  i t s  $ 9 4  m i l l i o n

s h a r e  o f  c o s t s  t o  i m p r o v e  p o l l u t i o n  c o n t r o l s

a t  t h e  S a n  J u a n  c o a l - f i r e d  s t a t i o n .  A  d e c i -

s i o n  o n  t h e  r e q u e s t  i s  d u e  i n  e a r l y  M a y .

E a r n i n g s  s h o u l d  h a v e  n o  d i f f i c u l t y  e x -

c e e d i n g  Z 0 0 7 ' s  p o o r  r e s u l t s .  L a s t  y e a r ' s

p r o f i t s  w e r e  h u r t  b y  e a s t  o v e r r u n s  i n  c o n -

v e r t i n g  A f t o n  t o  a  c o m b i n e d - c y c l e  u n i t  a n d

b  w e a k e r - t h a n - e x p e c t e d  p l a n t  o p e r a t i o n s .

T i l e  c u r r e n t  y e a r  w i l l  b e n e f i t  f r o m  p a y r o l l

s a v i n g s  r e s u l t i n g  f r o m  a n  o u t s o u r c i n g s  c o n -

t r a c t  w i t h  A l l i a n c e  D a t a  a n d  f r o m  h i g h e r

r a t e s .  A l l  t o l d ,  w e  p r o j e c t  2 0 0 8  e a r n i n g s

w i l l  r i s e  2 2 %  o v e r  l a s t  y e a r ' s  e s t i m a t e d

$ 1 . 3 5  a  s h a r e .  S m a l l e r  g a i n s  a r e  l i k e l y

t h r o u g h  2 0 1 0 - 2 0 1 2 .  T h e  s t o c k  i s  u n t i m e l y .

T h e  y i e l d  i s  a  f u l l  p e r c e n t a g e  p o i n t

a b o v e  t h e  i n d u s t r y  n o r m .  A n d  o u r

p r o j e c t i o n  o f  h i g h e r  e a r n i n g s  t o  2 0 1 0 ~ 2 0 1 2

s u g g e s t s  d i v i d e n d  g r o w t h  o v e r  t h e  s a m e

t i m e  f r a m e  w e l l  a b o v e  t h a t  o f  t h e  g r o u p .

T h e  s t o c k  m i g h t  i n t e r e s t  i n c o m e - o r i e n t e d

i n v e s t o r s .

A r t h u r  H M e d a l i s t

P N M  R e s o u r c e s  i s  i n c r e a s i n g  e m p h a -

s i s  o n  i t s  e l e c t r i c  b u s i n e s s .  I t  h a s  a n

a g r e e m e n t  t o  s e l l  i t s  n a t u r a l  g a s  o p e r a -

t i o n s  t o  C o n t i n e n t a l  E n e r g y  S y s t e m s  a n d ,

c o n d i t i o n e d  o n  t h e  s a l e ,  t o  b u y  C o n t i n e n -

t a l ' s  r e  e l a t e d  T e x a s  e l e c t r i c  d e l i v e r y  h o l d -

1 %  g a s  o p e r a t i o n s  w i l l  b e  s o l d  f o r

t h e  e l e c t r i c  b o o  h t  f o r  $ 2 0 2 . 5

m i l l i o n .  B o t h  t r a n s a c t i o n s  m i  b e  f o r  1 0 0 %

c a s h .  T h e  e l e c t r i c  e n t e r p r i s e s ,  w h i c h  o w n

n o  g e n e r a t i o n ,  a r e  s u p p l i e d  w i t h  e n e r g y

u n d e r  l o n g - t e r m  p u r c h a s e - p o w e r  c o n t r a c t s .

R e g u l a t i o n  p e r m i t s o f  a l l

p o w e r  c o s t s  o n  a  m o n t h l y  b a s i s .

c h a s e  i s  e x p e c t e d  t o  b e  s l i g h t l y  a c c r e t i v e  t o

e a r n i n g  s  i n  t h e  f i r s t  y e a r  a n d  m o r e  s o

t h e r e a e r .  S i m u l t a n e o u s  c l o s i n g s  o f  b o t h

d e a l s  a r e  e x p e c t e d  b y  y e a r e n d .

T h e  c o m p a n y

E r i c  g e n e r a l  r a t e  c a s e  i n  2 0  y e a r s .  I t

a s k e d  f o r  a n  a n n u a l  i n c r e a s e  o f  $ 8 2 . 4  m i l -

l i o n ,  b a s e d  o n  a n  a l l o w e d  r e t u r n  o n  q u i

o f  l 0 . 7 5 % ,  d o w n  f r o m  t h e  p r e s e n t  l 2 . 5 2 ° 0 .
C h i e f  d r i v e r s  o f  t h e  h i k e  a r e  r i s i n g  f u e l

p r i c e s ,  h i g h e r  O & M  e x p e n s e s ,  a n d  t h e  c o s t

o f  t h e  A  t o n  g a s - f i r e d  p l a n t ' s  u p g r a d e s .

T h e  p r o p o s a l  i n c l u d e s  a  f u e l  a n d  p u r -

c h a s e d  p o w e r  c o s t  a d j u s t m e n t  c l a u s e  a n d F e b r u a r y  8 , 2 0 0 8

Target Price Range

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) EPS diluted. Next earnings report due mid-
Feb. Excl. nonrecur, gains (losses): '92,
($2.28), '93, ($1.90); '94, 7¢, '95, net 23¢, '97,
3¢, '98, net (16¢), '99, 5¢, '00, 14¢, '01, (10¢)»
e 2008, Value Line Publishing, Inc. Nl rights reserved.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERR
al it may be reproduced, resold, stored nr transmitted in any

'03, 45¢, '05, (56¢). (B) Div'ds historically paid (D) In mill., adjust. for spli t. (E) Rate base: net
in mid-Feb., mid-May, mid-Aug., and mid-Nov. orig. cost. Elect. ROE allowed in '90: 12.52%,
I Div 'd reinvest.  plan avai l.  1 ' Shareholder in- eamed on avg. com. eq., '06: 8.1% Regulatory
vest. plan avail, (C) incl, inland. '06: $16.68/sh. Climate: Avg

Factual material is obtained from sources believed Io be reliable and is provided without warranties of an
ORS OR OMlSSK)NS HEREIN. This publication is strictly for subscriber's own, non-commerdal, inlemal use. No pan
printed, electronic or other form, or used for generating or marketing any printed Ur ectmnic publication. service or product

Ill



NYSE-PNWPINNACLEWEST 39.53
RECENT
PRICE 8.0 13_4(8:8:::s=33;3)$8160.84 man

YLD 5.4%
VALUE
LINE

Raised5116103

TIMELINESS 3 Raised10!5l07

SAFEW 1
TECHNICAL 1 Raised 2IBl08

BETA .to (1.00 Market)

Price
4 5
4 0

H'gh
Law

Ann'l Total
Return

8 %
6 %

2010-12 PROJECTIONS

Gain
( + 1 5 %l( NI I

In s id e r  D e c is io n s

lo Buy
Options
an Set

M A M J J A S O N
0 0 0 0 0 0 0 0 0
0 0 1 0 0 0 0 0 2
0 0 1 0 0 0 0 0 2

High:
Low:

32 .3
26 .3

4 2 . 8
27 .6

43.4
30.2

52]
25.7

50.7
37.7

46.7
21.7

40 .5
28 .3

45 .8
35 .3

46.7
39.8

510
38_3

51.7
36.8

.. x Dividends p sh
divide.d Hg lnteres Rate
Relative rice Strength

I

LEGENDS
1.50

Oiénsz Yes
dad area indicates race

ll 1.

Ill
ll 1111'1M ll

ill
I* !. . r

LH l l ' l '

|.. .1

I
11 l l " .

In II.1l'•

J ' 1 'ia 11°»1=...llIJ". 10 ll' 'II
I o

a •
» I

•

I

1 yr
tyr.
5 yr.

% TOT. RETURN 12/07
mis

stock
-12.2

9.8
55]

VLARITH.
WDEX

1.3
25.2

117.2

In s t i t u t io n a l  D e c is io n s
102007 2Q1007 aazntw

155 159 135
124 132 135

79933 88538 B7323

tn B3
Hld's(000

15
10
5

Percent
shares
traded

I ll I I .I

ll.|
II

I
I I,r I I I

I I I

I
(IllIHII
IIIII

I

II I HHHHII I

I
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

16.95

d1.3Q

d3.90

19.39

4.70

1.73

19.66

5.25

1.95

.20

19.28

5.09

1.99

.BE

19.08

5.16

2.22

.93

20.77

5.90

2.47

1.03

23.52

7.12

2.76

1.13

25.12

A M

2.85

1.23

28.57

7.73

3.18

1.33

43.50

7.99

3,35

1 .43

53.66

8.72

3.68

1.53

28.90

7 0 1

2.53

1 6 3

2.10

15.23

2 5 7

17.00

2.69

18.87

2.92

20.32

3.38

21.49

2.95

22.51

3.63

23.90

3.76

25.50

4.05

26.00

7.76

28.09

1227

29.46

g.81

2944

B7.01 87.16 87.42 87.43 87.52 8752 84.83 84.83 84.83 84.83 84.83 91.26

10.8

56

11.5

.68

.9%

9.6

.63

4.3%

10.8

.72

3.9%

11.8

.74

3.5%

11.8

.68

3.5%

15.2

.79

2.8%

11.9

.68

35%

11.3

.73

3.8%

12.0

.61

3.5%

14.4

,79

4.5%

2003
30.87

7.33

2.52

1.73

7.60

31.00

91.29

14.0

so

4.9%

2817.9

230.6

31.4%

6.2%

50.6%

49.4%

5727.5

74B0,1

5.5%

B.1%

B1%

2004 2005 2006
31,59

8.93

2.5B

1.83

30.16

5,76

2.24

1.93

3403

6.76

3,17

2.03

5.86

32.14

6.39

3457

7.38

34,47

91,79 99.08 99.98

15.8

.83

4 5 %

19.2

1.o2

4 5 %

13.7

.74

4.7%

28991

235.2

2988.0

223.2

34013

317.1

354%

5.9%

36.2%

10.4%

33.0%

6.6%

46.7%

53.3%

432%

58.8%

48.4%

51.5%

55352

75355

60334

7577.1

667B.8

7881,9

5 5 %

B0%

8,0%

5.0%

6.5%

5.5%

6 2 %

9.2%

9.2%

2007
35.10

6.85

2.94

2.10

10.95

35.30

100.40

134

1 1

5.4%

3523.6

295

33.0%

4.0%

48.5%

51.5%

6875

8590

6.0%

5.5%

8.5%

2008 © VALUE LINE PUB., mc

37.40

1.45

2.55

2.12

Revenues per sh

"Cash FloW" per sh

Earnings per sh A

Div 'd Decl'd per sh Bit

43.65

8.90

2.95

2.28

10.65

36.25

Cap'I Spending per sh

Book Value per sh c

9.90

37.55

100.50 Common She 0utst 'g ° 100.80

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.0

.95

5.4%

3760

255

Revenues ($mill)

Net Profit ($miII)

4400

295

33.0%

4.0%

Income Tax Rate

AFUDC % to Net Profit

33.0%

4.0%

49.0%

51.0%

Long»Term Debt Ratio
Common Equity Ratio

49.5%

50.5%

7025

9320

Total Capital ($mill)

Net Plant ($mill)

7515

10930

5.0%

7.0%

7.0%

Recur on Total Cap'I

Recur on Shi. Equlty

Recur on Com Equity E

5.5%

8.0%

a,o%

CAPITAL STRUCTURE as of 9/30/07
Total Debt $35030 mill. Due in s Yrs $746.8 mi¢l.
LT Debt $3229.4 mill. LT Interest $194.4 mill.
(LT interest earned: 3.3x)

Pension Assets-12/06 $1 .21 bill. Oblig. 51,67 hill.

Pfd Stock None

Common Stock 100,385,036 she. as of 11/2/07
MARKET CAP: $4.1 billion (Mid Cap)

2006
+5 .6
7 3 0

6 .87
7 s 5 2
7652
48 .0
+4 .4

ELECTRIC OPERATING STATISTICS
2004 2 0 0 5
+ 3 2 +4 .4
707 6 7 0

5.57 6 .28
7758 7 4 1 2
6402 7 0 0 0
52.2 50 .0
+3,7 +4 .3

% Change Relail Sales (KWH)
Avg. In use Use WM
Avg Induct Revs. per (¢)
Capacity at Peak (Mwd
Peak Load Summa 4w)
Annual Load Fader (
% Change Customers yr-end]

261 27B 3 2 4Fixed Charge Cnv. (%)

Pas t
10 Yrs.

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div i dends
Bo o k Va lue

5 . 0 %
2 . 0 %
z, o %
7 . 5 %
4 . 5 %

Past
Yrs.

-5 .5%
~4.5%
-5.0%
6.0%
4 . 0 %

Est 'd '04-'06
to '1 D-'12

5 .5%
5.5%
1.5%
3 . 0 %
2 . 0 %

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.3IJ Dec.31

Full
Year

2004

2005

200s

2007

2008

568.3
585.0

670.2

695.1

750

734.7

691.6

730.1

759.2

840

711.9

755.8

925.0

863.4

910

886.8

955.6

1076.5

1205.9

1260

2899.7

2988.0

3401.8

3523.5

3760

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un.3 0  Se p.3 0 Dec.31
Full
Year

2004

2005

2006

2001

2008

.78

.88

1.11

.78

.80

1.14

.86

1.84

1.97

1.50

.32

.24

.10

.03

.10

.34

.26

.12

.16

.15

2,58

2.24

3.17

2.94

2.55

Cal-
endar

QUARTERLY DWIDENDS PAID5 ' t

Mar.31 J un.3 0  Se n.3 0 Dec.31

F ul l
Year

2004

2005

200s

2007

2008

.45

.475

.50

.525

.45

.475

.50

.525

.475

.so

.525

.525

.45

.475

.50

.525

1.83

1.93

2.03

2.10

199500

248.7

2130.6

252.6

2423.4

270.8

3690.2

283,6

4551.4

3122

2637.3

215.2

37.7%

6.5%

39.5%

7.4%

383%

4.3%

44.1%

7.6%

40.6%

15.3%

39.1%

20.5%

50.5%

45.6%

47.6%

50.2%

50.0%

50.0%

45.1%

54.9%

51.7%

48.3%

51.8%

4B.2%

4442.9

4677.6

4307.6

4730.6

4411.8

4778.5

4337.8

5133.2

5172.4

5907.3

55679

5479.4

7.4%

11.3%

11.6%

7.6%

11.2%

11.2%

7.9%

12.3%

12.2%

8.1%

11.9%

11.9%

7.6%

12.5%

12.5%

5.4%

5.0%

8.0%

6.9%

44%

6.4%

45%

7.1%

42%

6.8%

43%

7.3%

41%

2 3 %

54%

2 5 %

58%

23%

71%

1.0%

B5%

3 4 %

63%

2.5%

71%

1 0 %

83%

Retained to Com Et

All Div'ds to Net Prof

2.0%

77%

BUSINESS! Pinnacle Wes! Capital Corporation (parent of Arizona

Public Service) supplies electric ity to approx. 1 v780,000 people in
11 of  15 Arizona count ies .  Elec tr ic  revenue sources:  res ident ia l,

51%, commercial, industrial, and other, 49%. Power costs: 36% of

electr ic  revenues, labor costs :  13% of to la l revenues. The mining

industry  is  the largest indus\nla l customer.  Energy sources: coal,

31%; nuclear, 17%; gas 8\ other, 17%; purchased power, 35%. Has

7,140 employees. Reported 'DB depreciation rare: 3.1%. Est'd plant

age: 10 years. Chairman 8- Chief Executive Officer: Vihlliam J. Post.

Pres.: Jack E. Davis. Inc.: Arizona. Address: 400 E. Van Buren St.,

Sui te 700, P.O. Box 52132, Phoenix,  AZ B5D72-2132. Tel. :  602-

379-2568. lnlemel: www.pinnaclewesLcom.

consideren
83 billion line from Wyoming to

in-
order,

ions sources for delivery starting in June,
2007. Too, PNW will buy the 40-mw out~
put of a wind farm for Z0 years and has
approval for a 96-mw peaking facility ad-
jacent to its existing plant in Yuma. Since
outlays for these additions and for the
transmission system won't be fully covered
by cash flow, some debt and equity offer-
ings will be necessary to close the gap.
Earnings are headed lower in 2008. A
repetition of last year's favorable weather
conditions that lifted 2007's third-quarter
earnings to a record high can't be counted
on this year. Other negatives include the
absence of 2007's one~time tax benefits
and weakness in SunCor's land sales be-
cause of a depressed housing market. On
balance, we estimate 2008 earnings will
decline 13%, to $2.55 a share. New plants
on line point to gains over the coming 3 to
5 years.
Despite mid-2007's disappointing rate

dividend growth prospects still
exceed those of the group. What's
more, finances are strong. PNW remains
an above-average electric utility choice, in
our opinion.
Arthur H Medalist

Pinnacle West plans new transmission
lines to enhance import capability
Construction is well under way on a 100-
mile, 500-kilovolt project around the
greater Phoenix metropolitan area, which
accounts for about 80% of the company's
load requirements. The $160 million line
should begin serving customers this sum-
mer. Under discussion is development of a
300-mile to 400-rnile l ine from south-
western New Mexico into southeastern
Arizona. The line's 1,200 megawatts of ca-
pacity would bolster the regional grid and
provide a major east-west interconnection
where none currently exists. Management
has also proposed building a 122-mile line
from the Palo Verde nuclear station to
Yuma, Arizona to ensure adequate power
in that area. For the longer term, PNW is

a venture with partners for a
600-mile,
the Southwest to gain access to
expensive coal and wind resources.
The company's ongoing requests for
power have met with good response.
Offers received over the last two years
have resulted in purchased-power agree-
ments for 1,200 megawatts (mw) from var- February 8, 2008

49_3
39 .4

Target Price Range
2010 z011 2012

120
100
80
64

48

32

24
20
i s

12

HHHH
-' o-12

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

(A) D i lu t e d e  s . Exd. nonrecurr ing ga ins
(losses): '91, <§4.@e), '93, 22¢, '94, 31¢, '95,
ne t  5¢ ,  '99 ,  ($1 .20) ,  '02 ,  (77¢) ,  exc l.  ga ins
(losses) from discontinued ops.: '91, $1.76, '92,

- 2008, Value Line Publishing, Inc. All iihts reserved.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERR
ii it may be reproduced, resold, sored of lransmined in any

7¢, ' 99 , ($1.97), '00, 22¢, '05, (35¢), '06, 10¢.
Next earnings report  due la te Apr.  (B) Div 'ds
historically paid in early Mar., June, Sept., and
Dec. l Divd reinvest, plan avai l.  t  Shareholder

Factual material is obtained from sources believed xo be
ORS OR OMISSIONS HEREIN. This publication is strictly lot
printed, electronic or other farm, or used lot generating Ar mark

inves t .  plan ava i l.  (C)  Ind.  de f  chge .  In '06 :
$9.51lsh. (D) In mill. (E) Rate base: Fair value.
Rate al! 'd on com. eq. in '05: 10.25%; earned
on avg. com. eq., '05: 9.2% Reg. Clim.: Avg.

reliable and is provided without warranties of any kind. i
subscriber's own, non-commercial, internal use. No pan

sting any primed of electronic publication, ser rice or product.
m Mn



PPL CORPORATION NYSE-PPL 49.23
RECENT
PRICE 18.3(*m~;:":3s) 1.09

RELATIVE

PIE RATI0

mo
YLD 2.7%

VALUE
LINE

16.0
10,2

23.1
9.2

31.2
15.5

20.0
13.0

22.2
15.8

27.1
19.9

33.7
25.5

37.3
27.8

52.8
34.4

High:
Low:

13.0
10.8

12.1
9.5TIMEUNESS 3 Raised 5I10l07

SAFEW 2 Raised 6l2I05

TECHNICAL 3 Lowered 10I12I07
BETA ,90 (100=Market)

2010-12 PROJECTIONS
Ann'l Total

Return
12%

4%

Prime Gain
High 70 (4-40%l
Low 50 (Nil

Insider Decisions

to Buy
Options
to Sell

D J F M A M J J A
0 0 0 0 0 0 0 0 0
0 0 0 1 0 2 1 0 5
1 0 0 s 0 2 1 0 5

: : 4 z AS

I»I/§

>
* / Z-for 1 1.1

2011
LEGENDS . .

L24 x Dlvldends 9 sh
divided blntaes Rate
Rdatwe ice Strength

2-(0r-1 split 8/05
Ogtlonsz Yes .

hadedarea Indicates Aecessmn

I \

III
II

ill : I

ll' 1 1 1 *

I

| " III
I

1 .  l ' l l I"
T

ll,
11111 ll II 'I .I U

% TOT.RETURN 10/07
mis VL ARITH.

STGCK INDEX
54.1 12,9

118.8 50.1
255.1 1458

1 yr.
3 yr.
5 yr.

l -.:.=I"'
q1.1a19 I "lllll Ill I •

I

u' / "2.
u

I I

Institutional Decisions
4a20n6 102097 zazolr7

(0 Buy 191 213 163
to Sal! 19B 183 235
Hld's[0I)0] 238199 227703 236649

18
12
6

Percent
shares
traded I | . I I I a I

9
I I

limI'll !
2o02 2003 2004
15.38

3,20

154

,72

1575

3.so

1.84

.77

15.37

3.59

1.87

BZ

274

6,71

2.17

9,19

1.94

11.21

331,47 354,72 378,14

111

61

4.2%

105

.60

4.0%

12.5

es

35%

5429.0

536.0

55870

567,0

5812.0

6920

25.7%

3.4%

27.1%

1.2%

223%

.7%

BB,5%

25,1"/,

71.1%

28.5%

51.5%

37.9%

BB6B0

9565.0

11455

10445

11171

11209

B.8%

184%

21.1%

75%

20.2%

19.5%

B,4%

151%

16.3%

llHHill IIIIIII llIII I III IIIIl l II Il l l \ l l 1111 I ' l l llllH lll l l l l l l l III
2006 2007 2008 © VALUE LINE PUB., INC2005

15.38

384

192

.96

2.13

11.62

380,15

15.1

.BD

3.3%

5219,0

739,0

14.0%

1.1%

57.5%

42.0%

10513

10915

94%

15.5%

15.7%

2001
19.53

3.51

1.79

.53

2.99

5.33

293,15

12.4

.64

2.4%

5725,0

576,0

29.7%

4.3%

64.8%

231%

7845.0

61350

9.6%

20.8%

28.2%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

844

1.86

1.00

.78

9.03

1.90

1.01

.B0

B36

1,98

1.04

.83

8.76

1.B4

.BE

.B4

B.63

205

.97

.84

8.94

2.14

1.03

.84

9.17

2.11

.99

.84

12.03

2.43

1.12

.67

15.97

2.55

1.01

.50

19.59

3.32

1.64

.53

1 .23

7.58

1.39

1.79

1.60

7.97

1.82

7.89

1.26

8.15

1.11

8.44

.93

8.45

.97

5.69

1.11
5.61

1.59

6.94

303.31 303.77 304.26 310.96 318.81 325.33 332.50 314.82 287.39 290.08

11.4

.73

6.8%

12.9

.78

6.1%

14.1

.83

5.7%

13.0

.as

7.7%

10.8

.72

s.0%

11.4

.71

7.1%

10.8

.62

7.8%

10.9

.57

5.5%

13.4

76

3.7%

8.9

.58

3.6%

17.92

4.25

2.29

1.10

18.30

5.00

2.75

1.22

19.75

4.80

2.45

1.34

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div'dDecl'd per sh B I

25.50

7.75

4.50

2.20

3.62

1330

4.7o

13.90

4.35

15.10

Cap'l Spending per sh

Book Value per sh c

4.25

19.75

3B5,04 372.00 372.00 Common Shs 0u!s\'g D 360.00

14.1

.75

3.4%

Bold fig
Vale
eslln

res are
Ume
ans

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

14.0

.95

3.6%

58990

899.0

6500

1070

7350
955

Revenues ($mill)
Net Profit ($mill)

9200

1700

23.2%

2.6%

17.0%

6.0%

35.0%

6.0%

Income Tax Rate

AFUDC % to Net Profit

35.0%

2.0%

55.4%

42.2%

56.5%

41,0%

53.0%

44.5%

Long-Term Deb! Ratio

Common Equity Ratio

48.5%

49.5%

12151

12069

12625

13050

12700

13850

Total Capital ($milI)
Ne! Plan! ($mill)

14400

15300

94%

15.6%

17.3%

10.0%

19.5%

20,5%

9.5%

15.0%

16.5%

Recur on Total Cap'I

Return on Shi. Equity

Return on Com Equity E

145%

2:¢,0%
23.5%

3049.0

348.0

3786.0

393.0

4590.0

332.0

5683.0

500.0

415%

20%

40.7%

2.3%

33.5%

2.1%

36.3%

4.0%

46.1%

48.0%

59.1%

34.2%

65.7%

28.2%

654%

29.5%

5854.0

6820.0

5229.0

4480.0

5716.0

5644.0

6826.0

5948.0

7.6%

11.0%

11.5%

9.5%

184%

20.6%

7.9%

16.9%

19.0%

9.7%

21.2%

23.6%

CAPITAL STRUCTURE as of 9/30/07
Total Debt $78330 mill. Due in 5 Yrs $2528.0 mill.
LT Debi$7171.0 mill. LT Interest $457.0 mill.

Incl. 23 mill. units 7.75%, $25 liq. value, 82,000
units 8.23%, $1000 lace value.
(LT interest earned: 3.3x)
Leases, Uncapitalized Annual rentals $49.0 mill.
Penslon Assets-12/05 $5.18 bill. Oblig. $5.54 bill.
Pfd Stock $301_0 mill. Pfd Dlv'd $1a.0 mill.
505,189 she. 3.35%-6.75%, $100 par, cumulative,
callable $102.00$110.00, 10 mill. she. 6.25%,
$100 liq. preference, redeemable after416111.
Common Stock 372,195,010 she. as of 10/31/07
MARKET CAP: $18 billion (Large Cap)

Avg. Induct Revs.

+4.6
NA
NA
NA

7035
NA

+1.1

+2.4
NA
NA
NA

7199
NA

+1 .6I

2006
-1 .8
NA
NA
NA

7554
NA
+.9

ELECTRIC OPERATING STATISTICS
2004 2005

% Change Retail Sales(KWH)
Avg Indus Use(MWHwH

pa a wca danya(p= kM"'} tn
Peak Load,Wmlef(Mw F
Annual Load Foam (%
% Change Customers Md)

259 300264Fixed Charge Cav, (%)

Est'd '04~'!l6
to '10-'12

7.5%
12.0%
14.0%
15.0%
8.5%

Past
5 Yrs.
-2.0%
4.5%
6.5%

13.0%
14.0%

Past
la Yrs.

6.5%
7.0 A
8.0%
1.5%
4.0%

'ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2007

2008

1362

1478

1642

1e1a

1750

1520

1800

1781

1638

1850

1465

1498

1724

1786

1850

1465

1643

1752

1763

1900

5812.0

6219.0

6899.0

6800

7350

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep,30 Dec.31
Full
Year

2004

2005

2006

2007

2008

.47

.50

.46

.56

.60

.36

.46

.52

.63

.60

.52

.45

.73

.63

.60

.52

.51

.58

.93

.65

1,87

1.92

2.29

2.75

2.45

Cal-
endar

QUARTERLY DNIDENDS PAID BI

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.193

.205

.23

.275

.305

.193

,205

.25

.275

.305

.193

.205

.23

.275

.305

.LB

.193

.205

.25

.275

.76

.81

92

1 ,08

1,8%

86%

6.4%

71%

9.4%

54%

16.1%

35%

20.2%

35%

12.4%

49%

11.7%

43%

9.3%

43%

8.8%

47%

9.3%

47%

11.5%

45%

8.0%

54%

Retained to Com Et

All Div'ds toNetProf

12.5%

48%

(2.6 million customers) and Latin America (1f million customers),
Electric revenue breakdown a. generating sources not provided.
Fuel costs: 32% of revenues. '06 depress. rate: '8.B%. Has 12,600
employees. Chairman, President 8. CEO: James H. Miller. Inc.:
Pennsylvania. Address: Two North Ninth St., Allentown, PA 18101-
1179. Tel.: B00-M5-3085. Internet: wwwpplweb.com.

BUSINESS: PPL Corporation (formerly PP&L Resources, Inc.) is a
holding company for PPL Utilities (formerly Pennsylvania Power &
Light Company), vi/nich distributes electricity to about 14 million
customers in a 10,000-square-mile area in eastern & central Penn-
sylvania. Distributes gas to 110,000 customers. Also has subs, in
power generation & marketing, foreign electricity distribution in U.K.

N o v e m b e r  3 0 ,  2 0 0 7

2 0 0 8  e s t i m a t e  i s  a t  t h e  t o p  o f  P P L ' s  t a r -
g e t e d  r a n g e  o f  $ 2 . 3 5 - $ 2 . 4 5  a  s h a r e .  B u t  .
E a r n i n g s  s h o u l d  r i s e  s h a r p l y  i n  2 0 1 0 .
T h e  p r i c e  t h a t  P P L  E n e r g y  S u p p l y  m a y
c h a r g e  t o  i t s  u t i l i t y  s i b l i n g  i n  P e n n s y l v a -
n i a  i s  n o w  l i m i t e d  b y  a  p r i c e  s t r u c t u r e
t h a t ,  a l t h o u g h  i n c r e a s i n g  e a c h  y e a r ,  i s
w e l l  b e l o w  m a r k e t  r a t e s .  S i n c e  c u s t o m e r s
i n  P P L ' s  s e r v i c e  a r e a  w i l l  b e  p a y i n g  h i g h e r
m a r k e t - b a s e d  r a t e s  b e g i n n i n g  i n  2 0 1 0 ,  t h i s
w i l l  b e n e f i t  s u p p l i e r s  s u c h  a s  P P L  E n e r g y
S u p p l y .  B a s e d  o n  h i g h e r  o b s e r v e d  p r i c e s
f o r  e n e r g y  a n d  c a p a c i t y  i n  2 0 1 0 ,  P P L  h a s
r a i s e d  i t s  p r o f i t  g u i d a n c e  f o r  t h a t  y e a r
f r o m  $ 3 . 5 0  a  s h a r e  t o  $ 4 . 0 0 - $ 4 . 6 0 .  I n  o r d e r
t o  l e s s e n  t h e  r a t e  s h o c k  t h a t  c u s t o m e r s
w o u l d  o t h e r w i s e  e xp e r i e n c e  t h e n ,  t h e  c o m -
p a n y  h a s  p r o p o s e d  a  5 4 - m o n t h  r a t e  p h a s e -
i n  p l a n .
T h i s  s t o c k ' s  v a l u a t i o n  i s  h i g h e r  t h a n
i t  h a s  b e e n  h i s t o r i c a l l y ,  i n  a n t i c i p a -
t i o n  o f  m u c h  g r e a t e r  p r o f i t s  b e g i n -
n i n g  i n  2 0 1 0 .  D i v i d e n d s  s h o u l d  b e  m u c h
h i g h e r  o v e r  t h a t  t i m e ,  t o o .  T h e  c u r r e n t
y i e l d  i s  b e l o w  a v e r a g e  f o r  a  u t i l i t y ,  b u t  3 -
t o  5 - y e a r  t o t a l - r e t u r n  p o t e n t i a l  i s  a b o v e
t h e  u t i l i t y  n o r m .
P a u ]  E .  D e b b a s , C F A

P P L  h a s  r e a c h e d  a  s e t t l e m e n t  o f  i t s
g e n e r a l  r a t e  c a s e .  T h i s  c a l l s  f o r  a  d i s t r i -
b u t i o n  r a t e  i n c r e a s e  o f  $ 5 5 . 0  m i l l i o n
( 1 . 7 % ) .  T h e  a g r e e m e n t ,  w h i c h  h a s  t h e
r e c o m m e n d a t i o n  o f  a n  a d m i n i s t r a t i v e  l a w
j u d g e ,  i s  s u b j e c t  t o  t h e  a p p r o v a l  o f  t h e
P e n n s y l v a n i a  c o m m i s s i o n .  I f  a p p r o v e d ,  i t
w i l l  t a k e  e f f e c t  a t  t h e  s t a r t  o f  2 0 0 8 .
T h e  c o m p a n y  h a s  c o m p l e t e d  t h e  s a l e
o f  t h e  l a s t  o f  i t s  t h r e e  u t i l i t i e s  i n  L a t i n
A m e r i c a .  I n  a l l ,  t h e s e  p r o p e r t i e s  f e t c h e d
$ 8 5 1  m i l l i o n ,  b e f o r e  t a xe s  a n d  t r a n s a c t i o n
c o s t s .  P P L  i s  u s i n g  t h e  p r o c e e d s  t o  f u n d  a
$ 7 5 0  m i l l i o n  s t o c k  b u y b a c k .  T h e  c o m p a n y
h a s  a l r e a d y  r e c o r d e d  a  m o d e s t  g a i n  o n  t h e
f i r s t  t w o  s a l e s ,  b u t  t h e  t h i r d  g a i n ,  a t  a n
e s t i m a t e d  $ 2 0 5  m i l l i o n - $ 2 2 5  m i l l i o n  a f t e r
t a xe s ,  w i l l  b e  t h e  l a r g e s t ,  b y  f a r .  I n  a l l ,  t h e
g a i n s  a r e  e x p e c t e d  t o  t o t a l  $ 2 5 1  m i l l i o n -
$ 2 7 1  m i l l i o n . W e  a r e  e x e l u d j n g t h i s  i n c o m e
f r o m  o u r  p r e s e n t a t i o n  b e c a u s e  i t  i s  f r o m
d i s c o n t i n u e d  o p e r a t i o n s .
E a r n i n g s  w i l l  p r o b a b l y  d e c l i n e  i n
2 0 0 8 .  P P L  w i l l  l o s e  $ 0 . 1 1  a  s h a r e  o f  e a r n -
i n g s  f r o m  i t s  s y n t h e t i c  f u e l  i n v e s t m e n t s ,
s i n c e  t h e  s y n f u e l  c r e d i t s  w i l l  c e a s e  a t  t h e
e n d  o f  2 0 0 7 .  A l s o ,  e a r n i n g s  i n  2 0 0 7  b e n e -
f i t e d  f r o m  s o m e  u n u s u a l  t a x  c r e d i t s .  O u r

(6¢), '04, (1¢); '05, (12¢); '07, 19¢. Next eam-
ings report due early Feb. (B) Div'ds hisloricd-
ly paid in early Jan., Apr., July, and Oct. I Div'd
relnvesi. plan avail. (C) Ind. if tang. In '06:

B++

95
95
80

Company's Financial Strength
Stock's Price Slablllty
Price Growth Persistence
Eamings Predictability

$6.25lsh. (D) In mill., adj. for split. (E) Rate
base: Fair value. Rate allowed on com. et. in
'05: 10.7%, ham. on avg. com. eq., 'DO: 17.8%.
RegulaL Climate: Avg. (F) Summer peak in '06.

14.5
10.4

Target Price Range
2010 2012

120
100

80
64

48

32

24
20
15

12

.. 0-12

(A) Diluted EPS. Excl. nor rec. gains (losses):
'97, (9¢), '98, i$2.851. '99, 41¢; '00, 8¢, '01,
($1.18) net, '02, (89¢), '03, 24¢, '04, 3¢, '05,
(2¢); '07, (12¢), gain (losses) on disc. ops.: '03,
° 2001, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed lo be reliable and is provided without warranties al any kind
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. this publication is strictly for subscriber's om, non-oommercial. inremal use. No pan
or u may be reproduced. resold. stored or transmitted in any printed, electronic or other iptm, or used for generating Ur marketing any primed or electronic publication, service or product.111 m m



PROGRESS ENERGY NYSE-PGN 47.37
RECENT
PRICE

PIE
RATI0 16.2(I.':i:::,2§1i;3) 0 .9 6

RELATIVE

pre RATIO

DN D
YLD 5 . 2 %

VALUE
LINE

47.9
29.3

49.4
28.3

49.3
38.8

-.

527
32.8

48.D
37.4

47.9
40.1

46.0
40.2

49,6
40.3

52.8
43.1

High:
Low:

38.8
33.8

42.7
32.8TIMELINESS 3 L0wefea7/27107

SAFETY 2 l.Dw8fBd5m02

TECHNICAL 3 Raised 11l2l07

BETA .85 (1,00=market)

2010-12 PROJECTIONS
Ann'l Total

Return
1 0 %

4 %

Price Gain
High 6 0 (4 -2 5 %l
Low 4 5 ( - 5 %

In s id e r  D e c is io n s
D  J  F  M  A  M  J  J  A
0  0  0  0  0  0  0  0  0
1  1  2  4  1  5  0  0  0
2  1  2 1 0  2  5  0  0  0

to Buy
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to Sel\

2 0 1 1
LEGENDS . .

107 x Dwldends 5 sh
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Oguunsz Yes . .

haded area ImNcates recession
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m.
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I I 'll | I 111 l l s 111
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Ur,
U

I l l

n l
•

on

1 yr.
t y r .
t y r .

% TOT.RETURN 10/01
THIS VL ARITIL

STOCK INDEX
9.5 12.9

36.4 50.1
497 145.8

ll*
I n s t i t u t i o n a l  D e c i s i o n s

402005 mznm 291007
Io Buy 217 212 222
to Sell 164 173 178
Hld's(0llll) 158883 151020 180423

12
8
4

Percent
shares
traded

Progress Energy was formed on November
30, 2000 through the merger of CP&L Ener-
gy and Florida Progress. Florida Progress
common shareholders exchanged each
share held for $54 in cash and/or CP&L
common stock. They also received one
Contingent Value Obligation for each share
of Florida Progress stock, entitling them to
payments in the event that four synthetic
fuel plants achieve certain economic levels
from 2001 to 2007. Data prior to merger are
for CP&L only and are not comparable with
Progress Energy data.

CAPITAL STRUCTURE as of 8/30/07
Total Debt $10,201 mill. Due in 5 Yrs $3697 mill.
L T Deb! $8436 mill LT Interest $581 mill.

(LT interest earned: 2.2x)
Pension Assets-12/06 $1 .84 bill. Oblig. $2.12 bill.
P f d Stock $92.8 mill. pfd Div 'd $4.5 mi ll.
921,814 she. $4.00 to $5.44 cum. no par. callable
from $101 to $110 per sh. Sinklng funds began in
1984 and 1986, respectively.
Common Stock 259,000,000 she.
MARKET CAP: $12.3 bi llion (Large Cap)

ELECTRIC OPERATING STATISTICS
zoom 2005

+.5 1 .4
2394 2 3 9 9
4 .84 5 .74

23B78 2 4 5 0 0
1 9 7 1 1 21983

61 .3 55 .0
+ 2 2 + 3 1

% Change Retail ( SH(KWH)

Avg. IndusL Revs. ,goM (¢ )
Capacity at Peak (

Annual Load Fad of m 2006
-2 .3

2328
6 .38

21322
21717

N A
+2 .0

Avg. Indus. Use

Peak Loaai, Summer Slim)

% Change Customers end)

19B 2 0 42 2 7FlxedCha7geC0v.("/n)

Pas t
10 Yrs.

7 . 5 %
2 . 5 %
1 . 0 %
3 . 0 %
6 . 5 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div idends
Book Va lue

Est'd '04-'OG
to '1 o-'12

1.0%
4 . 0 %
3 . 5 %
1.0%
1.5%

P a s t
Yrs.
8 . 0 %

, 5 %
- . 5 %
2 . 5 %
5 . 0 v

Cal-
endar

QUARTERLY REVENUES is mill.)
M ar .31  Jun.30 S ep.30 Dec .31

Full
Year

2004

2005

2006

2007

2008

2245

2158

2250

2334

2410

2761

3067

2731

3100

2960

2358

2578

2273

2360

2440

2408

2295

2316

2406

2480

9772

10108

9570

10200

10290

Cal-
endar

EARNINGS PER SHARE A

Ma r .3 1  J un.3 D Se p.3 0 Dec.31
Full
Year

2004

2005

200s

2007

2008

.83

.03

.08

.51

.52

.45

.43

.34

.61

.63

1.24

1.85

1.12

1.21

1.25

.78

.64

.51

.57

.60

3.10

2.94

2.05

2.90

3.00

Cai-
endar

QUARTERLY DIVIDENDS PAID - 8 1

Mar.31  Jun.30  Sep.30 Dec.31

Full
Year

2003

2004

2005

200s

2007

.56

.575

.59

.605

.61

.56

.575

.59

.605

.61

.56

.575

.59

.605

.61

.56

.575

.59

.605

.61

2.24

2.30

2.36

2.42

I I . II III
mmII

A. l  . K I all I 1 I III Ill

llllllIIIIIll | ill l l l l H I I I II\ \| II llI I I IIII
1997 1998 1999 2000 2001 2002 2003 2004

1998

6.26

2.66

1.90

20.68

6.44

2.75

1.96

2104

6.06

2.55

2.02

19.99

5.37

2.34

2.08

38.69

8.14

3.43

2.14

34.18

7.02

3 8 4

2 1 5

35.54

7.54

3.41

2 2 6

3956

7.40

3.10

2.32

2 5 7

18.63

2.80

19.49

4.32

21.38

4.61

26.32

5,56

27.45

5,05

28.73

4,14

30.25

4 0 4

3090

151.34 151.34 159.60 206.09 218.73 232.43 24800 247.00

13.6

J o

5.3%

15.9

.83

4.5%

15.2

.87

5.2%

15.3

.99

5.8%

12.4

.64

5.0%

1 1 9

.65

4B%

1 2 4

.71

5.3%

1 4 1

,74

5.3%

3024.1

388.3

3130.1

399.2

3357.6

382.3

4118.9

369.9

84615

695.1

7945.0

815.2

8743.0

B1B.1

9772.0

7635

37.6%

1.3%

39.2%

1.7%

40.3%

3.0%

35.4%

5.6% 2.6% 1.0% 3.4%

134%

.B%

45.6%

532%

465%

52.4%

46.6%

52.5%

51 .6%

47.6%

60.9%

38.5%

590%

40.4%

56.1%

434%

55.2%

44.3%

5293.5

62935

58231

6299.5

6500.6

6764.8

11407

10437

15580

10915

16517

10658

17162

14434

17247

14363

8.9%

13.5%

13.6%

8.6%

13.3%

13.4%

7.3%

11.0%

11.1%

4.3%

6.7%

6.7%

6.4%

11.4%

11.5%

6 8 %

12,0%

121%

6.5%

109%

10.9%

6.2%

9.9%

9.9%

w

I

IIH
I .|In

2008 © VALUE LINE PUB., INC2007
39.25

7.00

2.90

2.45

9.35

32.75

260.00

Bold fig

Valu

destin

10200

760

28.0%

1.0%

51.5%

48.0%

17735

16605

5.0%

9.0%

9.0%

2005
40.11

6.53

2.94

2 3 8

4.29

3190

252.00

14.8

79

5.5%

10108

727.0

13.1%

1.8%

56.2%

43.3%

18577

14442

5.6%

B.9%

9.0%

2006
3738

5.93

2.05

2.42

5.56

32.37

256,00

21.82

1.17

5 5 %

9570

514.0

254%

1.4%

51.3%

48.1%

17214

15245

4,8%

6.1%

81%

39.00

7.35

3.00

2.47

Revenues per sh

Cash Flow" per sh

Earnings per sh A

Div 'd Decl'd per sh BTI

40.90

a.40

3.30

2.53

9.55

33.15

Cap'l Spending per sh

Book Value per sh c

7.30

35.05

264.00 Common Shs 0uts t 'g E 274.00

vies ate
Llne
Ares

Avg Ann'I PIE Ratio

Relative PE Ratio

Avg Ann'l Div'd Yield

16.0

1.05

4.9%

10290

790

Revenues ($miII)
Net Profit ($mill)

11200

900

28.0%

1.0%

Income Tax Rate

AFUDC 'A to Net Proril

28.0%

1.0%

51.0%

48.5%

Long-Term Debt Ratio

Common Equity Ratio

49.5%

50.0%

18075

17975

Total Capital ($miII)

Net Plant ($min)

18955

20395

6.0%

9.0%

9.0%

Return on Total Cap'l

Return on Shr. Equity

Recur on Com Equity  °

6.5%

9,5%

9.5%
|

U

72% 71%

. u

78% 101%

3 o

53%

5.0%

59%

37%

67% .

2.6%

74%

1.7%

81%

NMF

119%

1.5%

84%

1.5%

s2%

Retained to Com Et

All Div'ds to Net Prof

2.5%

75%

gasoil/ooal 50%, nuc lear ,  43%;  hydro ,  1%,  porch.  power,  6%.

Has 11,500 employees .  '06 deprec ia t ion ra te :  2 .7%. Es t 'd plant

age: B years. Chairman, CEO, and Pres ident W i lliam D. Johnson.

incorpora ted:  North Caro lina .  Address :  411 Fayet tev i lle  St ree t ,

Raleigh, North Carolina 27502. Telephone: 1-800-662-7232. inter-

nel: www.progress-energy.com.

BUSINESS: Progress Energy, parent of CP8-L Energy and Florida

Progress, supplies electric i ty  lo port ions of North Carolina, South

Carolina, and Florida. Other operations include synthetic fuels, coal
mining, wholesale generation, and financial services, Electric reve-

nues; res ident ia l,  37%' commerc ia l,  25%, industr ia l,  18%, other,

20%. Power costs :  43% of revs, labor costs :  14%. Fuel sources:

E n e r t o  a d d
( m » 9 o f  c a p a c i t y

e a t i n g .  F u r t h e r m o r e ,  l a s t  y e a r ' s  s t o r m -
r e l a t e d  s u r c h a r g e  t o  r e p l e n i s h  t h e  r e s e r v e
f u n d  h a s  b e e n  e x t e n d e d  t h r o u g h  J u l y ,
2 0 0 8 ,  T h i s  w i l l  a d d  $ 1 3 0  m i l l i o n  t o  t h e
f u n d .  O n  t h e  d o w n  s i d e ,  t h e  c o m p a n y  h a s
b e e n o r d e r e d  t o  r e f u n d  $ 1 3 . 8  m i l l i o n  t o
r a t e p a y e r s  f o r  i m p r u d e n t  c o a l  p u r c h a s e s

i n  2 0 0 1  a n d  2 0 0 5 .  T h e  o r d e r  h a s  b e e n  a p -

p e a l e d .
A s t r o n g  f i r s t  h a l f  p o i n t s  t o  i m p r o v e d
e a r n i n g s  i n  2 0 0 7 . T h e  i n s t a l l a t i o n  o f  2 . 7

m i l l i o n  " s m a r t "  m e t e r s  w i l l  r e d u c e  y e a r l y
p a y r o l l  b y  $ 2 4  m i l l i o n .  H i g h e r  m a r g i n s  o n
e n e r g y  s a l e s ,  a  2 %  i n c r e a s e  i n  k i l o w a t t -
h o u r  s a l e s ,  a n d  l o w e r  i n c o m e  t a x e s  a r e  a d ~
d i t i o n a l  p l u s e s .  D e s p i t e  a n  i n c r e a s e  i n

n u c l e a r  p l a n t  d o w n t i m e  f o r  r e f u e l i n g s ,  w e
e s t i m a t e  2 0 0 7  e a r n i n g s  w i l l  r i s e  m o r e  t h a n
4 0 % ,  t o  $ 2 . 9 0  a  s h a r e .  T h e  s a l e  o f  n o n -

u t i l i t y  b u s i n e s s e s  s u g g e s t s  s t e a d y ,  b u t
m o d e s t ,  p r o f i t  g r o w t h  t o  2 0 1 0 - 2 0 1 2 .
T h e  y i e l d  i s  a b o v e  t h e  i n d u s t r y  n o r m .
T h a t  r e f l e c t s  a  p r o b a b l e  s l o w d o w n  i n  e a r n -

i n g s  g r o w t h  a n d  t h e  l i k e l i h o o d  t h a t  d i v i -
d e n d  h i k e s  w i l l  b e  s l o w e r  t h a n  t h e y  h a v e
b e e n .  A l l  t o l d ,  w e  r a t e  P G N  a n  a v e r a g e
u t i l i t y  i n v e s t m e n t .

A r f h u f l - L  M e d a l i s t N o v e m b e r  3 0 ,  2 0 0 7

P r o g r e s s p l a n s 1 2 , 5 0 0
m e g a w a t t s b y  2 0 2 5 .
F o r  s t a r t e r s ,  t h e  5 0 0 - m w  g a s - f i r e d  H i n e s  4
p l a n t  i s  s c h e d u l e d  t o  g o  o n l i n e n e x t  m o n t h
a t  a  c o s t  o f  $ 3 2 7  m i l l i o n .  I t s  l o c a t i o n  a t  t h e
s a m e  s i t e  w h e r e  t h r e e  f a c i l i t i e s  a r e  a l -

r e a d y  o p e r a t i n g  w i l l  s p r e a d  f i x e d  c o s t s
o v e r  a n  a d d i t i o n a l  u n i t .  P G N  h a s  a l s o
b e g u n  m a j o r  r e n o v a t i o n  a t  t h e  B a r t o w  s t a -
t i o n .  T h r e e  p l a n t s  a r e  b e i n g  c o n v e r t e d
f r o m  b u r n i n g  h e a v y  o i l  t o  b u r n i n g  n a t u r a l

g a s ,  a n d  t h e i r  c o m b i n e d  o u t p u t  w i l l  b e  i n -
c r e a s e d  b y  6 0 0  m w .  T h e  f i r s t  t w o  u n i t s  a r e
t a r g e t e d  t o  g o  o n  l i n e  i n  2 0 0 9 ,  t h e  t h i r d

o n e  y e a r  l a t e r .  T h e  p r o j e c t  w i l l  c o s t  $ 4 3 5
m i l l i o n .  T o o ,  t h e  c o m p a n y  i s  s e e k i n g  a p -

p r o v a l  t o  c o n s t r u c t  f o u r  d i e s e l  p l a n t s  o f
1 , 0 0 0  m w  e a c h .  A d d i t i o n a l  g e n e r a t i o n  w i l l
b e  b u i l t  a s  t h e  n e e d  a r i s e s .  M e a n w h i l e ,  t h e
c o m p a n y  i s r a m p i n g u p i t s e n e r g y -

e f f i c i e n c y  p r o g r a m  t o  d e l a y  t h e  n e e d  f o r
t h e  n e x t  c o a l - f i r e d  p l a n t .  T h e s e  a c t i v i t i e s
w i l l  r e q u i r e  s o m e  l o n g - t e r m  d e b t  f i n a n c i n g

o v e r  t h e  n e x t  f e w  y e a r s .
R a t e  a d j u s t m e n t s  i n  F l o r i d a  a r e  i n  t h e

w o r k s .  U n d e r  a  2 0 0 5  a g r e e m e n t  w i t h  r e g -
u l a t o r s ,  b a s e  r a t e s  w i l l  b e  i n c r e a s e d  $ 5 2
m i l l i o n  w h e n  t h e  H i n e s  4  p l a n t  b e g i n s  o p -

49.6
39.2

T a r g e t  P r i c e  R a n g e
2 0 1 0 2 0 1 2

120
100
80
64

CB

32

ZN
20
16

12

199 l l . , . . | . . i l l
h
u.

.10-12

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

B ++

100
(A) EPS diluted. Next egg. report due late Jan. Div'd reinvestment plan available. t Sharehold- 12.75%, in 'BB in S.C.: 12.75%, in '02 in Fla.:
Exc l .  no nre c ur . :  ' 0 0 ,  S9 ¢ ,  ' 0 1 ,  (7 5 ¢ ) ,  ' 0 2 , er investment plan avai l.  (C) ind. def. charges rev. sharing incent ive plan, earn. on '06 avg.
($1.32), '03, (3¢), '05, (39¢). (B) Div'ds historic in  '06: $26.84lsh. (D) Rate Base: orig.  cost. com. et. :  6 .3% Regul .  Cl im.:  Avg. (E) In  mi l -
cally  paid in early  Feb.,  May, Aug, and Nov. l Rate allowed on common equity. In '88 in N.C.: lions.
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of it may be reproduced, resold. stared Ur transmitted in any printed, electronic or other form, service or product
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2001 2002 2004
32.95

4.55

2.15

1.20

26.65

4.56

2.38

1.30

34.38

5.26

2.67

1.46

4.99

20.95

6.41

19.64

4.84

21.69

104.73 110.83 113.00

12.6

65

4.4%

12.2

.67

4.5%

13.6

.72

4.0%

3451.0

231.0

2954.0

259.0

3885.0

305.0

34.9%

11.3%

32.2%

13.5%

32.5%

8.5%

53.9%

43.8%

5 5 1 %

42.1%

55.4%

42.6%

5006.0

48030

5176.0

5474.0

5752.0

6752.0

6.9%

10.0%

10.2%

7.0%

11.3%

11.6%

7.1%

11.9%

1 2 2 %

l I II
2000

32.78

4.43

2.12

1.15

3.28

19.40

104.73

12.5

.81

4.3%

3433.0

228.0

38.2%

3.9%

574%

4 0 3 %

5048.0

4475.0

6.B%

10.5%

10.9%

2006 2007 200B © VALUE LINE puB,, INC2003
30.85

4.95

2.50

1.38

6.94

20.82

110.74

13.0

.74

4.2%

3416.0

285.0

3 1 5 %

10.5%

57.1%

40.B%

5646.0

6417.0

6.9%

11.8%

1 2 1 %

2005
41.54

7.41

2.78

1.55

3.37

23.28

115.00

14.4

.77

3.9%

4777.0

323.0

32.5%

.9%

51.4%

46.6%

5739.0

6734.0

7.4%

11.6%

11.8%

1991 1992 1993 1994 1995 1996 1997 1998 1999
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3 5 8

1 8 5

1 4 4

14.25
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1 4 1 9
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1 5 1
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1 6 2
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1.54

15.93

3 1 5

1.44

1.32

2.93

12.62

3.16

13.23

3.46
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4.21

14.69

3.09

1500

2.34

15.55

2.45

1666

2.87

16.B5

2.37

20.27

81.57 87.82 93.24 95.04 10352 1051B 107.32 103.57 10357

11.3

.72

6.9%

14.5

.88

6.5%

12.8

.76

5.8%

14.0

.92

6.3%

12,3

.B2

5.3%

13,1

.BE

5.5%

13.4

.77

5 3 %

1 4 5

75

5.0%

17.5

1.00

5 2 %

39.00

5.67

2.59

1.68

40.15

5.80

2.70

1.76

42.75

6.05

2.90
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"Cash FloVf' per sh
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Div'd DecI'd per sh s | t

50.00

7.00

3.25

2.00

4.50

24.32

5.40

25.40

7.45

26.50

Cap'l Spending per sh

Book Value per sh c

5.25

30.00

117.00 117.00 117.00 Common She Outst'g D 117.00

15.4

.83
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Vain
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res are
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Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I  Div'd Y ieid

13.5

,so

4,5%

4563.0

306.0

4700

325

5000

345

Revenues ($mill)

Net Prof it  ($milI )

5850

385

26.5%

2.5%

33.5%

7.0%

35.0%

9.0%

Income Tax Rate

AFUDC % Io Net Profit

35.0%

3.0%

50.9%

47.2%

50.0%

48.5%

51.0%

47.0%

Long-Term Deb!  Rat io

Common Equit y Rat io

49,594

49.0%

6027.0

7007.0

6155

7395

6580

7900

Total Capital ($miII)

Net Plant  ($mill)

7175

ss50

6.8%

10.3%

10.5%

7.0%

10.5%

10.5%

7.0%

10.5%

11.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity E

7.0%

10.5%

11.0%

1523.0

213,[)

1632.0

235.0

1650.0

160.0

32.B%
so.

35,B%

5,B%

41.0%

4.4%

44.5%

50.8%

45.9%

49.4%

40.8%

54.8%

3522.0

3548.0

3536.0

a75400

3829.0

3829.0

7.7%

10.9%

11.4%

8.4%

12.3%

12.8%

5 9 %

7.1%

7.1%

CAPITAL STRUCTURE as of  6/30/07
Total Debt  $35860 mill.  Due in 5 Yrs $1B5B.0 mill.

L T Debt $2959.0 mill. LT Interest  $176.0 man.

(LT interest  earned: 2.7x)

Leases,  Uncapitalized Annual rentals $30.0 mill.

Pension Assets-12106 $912.5 mill.  Oblig. $713.0

mill.
Pfd Stock $113.0 mill. Pfd Div'd $6.0 mil l.

125,209 she.  5% cum.,  $50 par. ,  callable $52.50,

220,287 she. 4.50% to 6.00% cum.,  $50 par,  call-

able $50.50 to $51 .00, 1,000,000 she, 5.52% CUITL,

$100 par ,  callable $100.00
Common St ock 116,654,933 she.  as of  7/31/07

MARKET CAP: $4.9 billion (Mid Cap)

% Change Retail Sales (KWH)
z o o s

- 1  4
1 2 0 0 5

51 G
5 7 4 9
4 7 4 7
5 7 . 5
+ 2 2

4. B2
5 7 7 6
4 8 2 0
57 . 3
+ 3 . 1

4 . 3 2
5 7 7 6
4 5 7 4
60 . 2
+ 2 . 5

Annual Load Fanlal (

ELECT R\C OPERAT ING ST AT IST ICS
2 0 0 4 2 0 0 5
+ 4 9 + . 9

Avg. Inc1usl.Use (MWH N A 1 3 2 4 9
Avg. Induct Revs. perI n 1 ¢ )
Capacity at Yearend *ml
Peak Load, Summer Mw

% Change Cusiomas Md)

2 6 4 1 9 0 2 6 1Fixed Charge Cav. (4)

Past
10 Yrs.
11.0%
5.0%
4.0%
1.0%
4.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past Es!'d '04-'DG
s Yrs. to '10-'12
7.0% 4.5%
8.5% 2.5%
7.0% 3.5%
5.0% 4.0%
2.5% 4.5%

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2001
2008

846.0

891.0

944.0

1007

1100

1136

1266

1389

1353

1450

857.0 1048
1127 1493

1062 1168

1079 1251

1150 1300

3885.0

4777.0

4553.0

4700

5000

Cal-
endar

EARNINGS PER SHARE A

Mar .31 J un. 3 0  S e p . 3 0 Dec . 31
Full
Year

2004

2005

2006

2007

2008

.71

. 88

. 76

. 79

. 88

. 54

. 36

. 46

. 47

. 5 0

. 91

. 89

. 80

. 73

. a s

. 51

. 65

. 57

. 7 1

. 6 7

2.67

2.78

2.59

2 . 70

2 . 90

Cal-
endar

QUARTERLY DNIDENDS PAD B l t

M ar . 31 Jun. 30  Sep . 30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.345

3 8 5

. 39

. 42

.44

.345

. 365

. 39

. 42

. 44

.345

.365

. 39

. 42

. 44

. 325

. 345

. 365

. 3 9

. 42

1. 35

1 4 4

1.54

1. 65

2 4 %

80%

3.4%

74% 99%

4 B%

57%

4.6%

56%

5.5%

54%

5.5%

55%

5.6%

55%

5.3%

56%

a.8%

65%

1.5%

66%

4.0%

64%

Retained to Com Et

All Div'ds to Net Prof

4,0%

62%

31%;  indus t r ia l ,  17%,  o t her ,  12%.  G enerat ing sources ,  061 coa l ,

66%;  nuclear ,  19%,  oil & gas,  9%,  hydro,  4%,  purchased,  2%.  Fuel

costs:  63% of  revenues.  '06 repor ted depress.  rate;  32%. Has 5,700

employees .  Cha i r man,  Pr es ident  & CEO :  W i l l iam B.  T immer man.

I ncor por a t ed :  Sout h Car o l ina .  Addr ess :  1428 M ain St .  Co lumbia ,

SC 29201.2845.  Tel. :  803217-9000.  I nternet :  www.scanacom.

BUSINESS: SCANA Cor por a t ion is  a  ho ld ing  company  f o r  Sout h

Car o l ina  E lec t r i c  &  G as  Company ,  w hic h s upp l ies  e lec t r i c i t y  t o

836, 000 cus t omers  in Sout h Caro l ina,  Suppl ies  gas  and t r ansmis-

s ion ser vice  lo  1 . 2  mi l l ion cus t omer s  in Nor t h and Sout h Car o l ina

and  G eor g i a .  O wns  gas pipel ines.  Acquired PSNC Energy  2100.

Elec t r ic  r evenue  b r eakdow n,  ' 06 :  r es ident ia l ,  40% ,  commer c ia l ,

a n d  a  s e t t l e m e n t  w i t h  t h e  F e d e r a l  E n e r g y

R e g u l a t o r y C o m m i s s i o n t h a t r e d u c e d

s h a r e  n e t  b y  $ 0 . 0 8 .  O u r  e s t i m a t e  i s  a t  t h e

l o w  e n d  o f  S C A N A ' s  t a r g e t e d  r a n g e  o f

$ 2 . 7 0 - $ 2 . 8 5  a  s h a r e .

W e l o o k  f o r  h i g h e r  p r o f i t s  i n  2 0 0 8 . W e

a s s u m e  t h a t  t h e  e l e c t r i c  r a t e  s e t t l e m e n t i n

S o u t h  C a r o l i n a  i s  a p p r o v e d .  A l s o ,  w e  a s -

s u m e  n o r m a l  w e a t h e r  c o n d i t i o n s .  a n d  t h e

f i r s t  q u a r t e r  o f  2 0 0 7  w a s  m i l d e r t h a n

u s u a l .  S C A N A  s h o u l d  a l s o  b e n e f i t  f r o m

c u s t o m e r  g r o w t h  a t  S C E & G  a n d  t h e  c o m -

p a n y ' s  g a s  u t i l i t y  s u b s i d i a r y  i n  N o r t h

C a r o l i n a .  O u r  e a r n i n g s  f o r e c a s t  i s  a t  t h e

l o w  e n d  o f  m a n a g e m e n t ' s  g u i d a n c e  o f

$ 2 . 9 0 - $ 3 . 0 5  a  s h a r e .

W e  e x p e c t  a  d i v i d e n d  h i k e  a t  t h e

b o a r d  m e e t i n g  i n  F e b r u a r y . W e  e s t i -

m a t e  t h a t  t h e  d i r e c t o r s  w i l l  b o o s t  t h e  a n -

n u a l  d i s b u r s e m e n t  b y  $ 0 . 0 5  a  s h a r e .

T h a t ' s  l o w e r  t h a n  r e c e n t  i n c r e a s e s  d u e  t o

t h e  r i s i n g  p a y o u t  r a t i o .  E v e n  s o ,  w e

w o u l d n ' t  b e  s h o c k e d  b y  a  h i g h e r  b o o s t .

S C A N A s t o c k  i s  u n t i m e l y  b u t  o f f e r s  a n

a b o v e - a v e r a g e y i e l d ,  e v e n  b y  u t i l i t y

s t a n d a r d s . T o t a l  r e t u r n  p o t e n t i a l  t o  2 0 1 0 -

2 0 1 2  i s  o n l y  a v e r a g e  f o r  a  u t i l i t y ,  h o w e v e r .

P a u l  E .  D e b b a s ,  C F A N o v e m b e r 8 ' O ,  2 0 0 7

S C A N A ' s  u t i l i t y  s u b s i d i a r y  i n  S o u t h

C a r o l i n a  h a s  r e a c h e d  a  s e t t l e m e n t  o f

i t s  e l e c t r i c  r a t e c a s e .  S o u t h  C a r o l i n a

E l e c t r i c  8 ;  G a s  h a d  f i l e d  f o r  a  r a t e  h i k e  o f

$ 1 1 8  m i l l i o n  ( 6 . 7 5 % )  b a s e d  o n  a n  1 1 . 7 5 %

r e t u r n  o n  e q u i t y .  T h e  u t i l i t y ,  t h e  c o m m i s -

s i o n ' s  s t a f f ,  a n d  i n t e r v e n o r  g r o u p s  r e a c h e d

a  s e t t l e m e n t  f o r  a  $ 7 6 . 9  m i l l i o n  ( 4 . 4 % )  i n -

c r e a s e ,  b a s e d  o n  a n  1 1 %  R O E .  T h e  S o u t h

C a r o l i n a  c o m m i s s i o n  m u s t  a p p r o v e  t h e

a g r e e m e n t .  I t s  d e c i s i o n  i s  e x p e c t e d  b y  m i d -

D e c e m b e r ,  w i t h  n e w  t a r i f f s  t a k i n g  e f f e c t  a t

t h e  s t a r t  o f  2 0 0 8 .  W e  t h i n k  t h e  s e t t l e m e n t

i s  v e r y  r e a s o n a b l e .

T h e S o u t h  C a r o l i n a  c o m m i s s i o n  h a s

i n c r e a s e d  S C E & G ' s  b a s e  g a s  r a t e s . T h e

$ 4 . 6  m i l l i o n  b o o s t  t o o k  e f f e c t  i n  N o v e m b e r .

I t  w a s  g r a n t e d  i n  a c c o r d a n c e  w i t h  a  r e g u -

l a t o r y  m e c h a n i s m  t h a t  a l l o w s  t h e  c o m m i s -

s i o n  t o  r a i s e  t h e  u t i l i t y ' s  g a s  r a t e s  ( i f

n e c e s s a r y ) ,  w i t h o u t  a  f u l l - b l o w n  r a t e  c a s e ,

t o  p r o v i d e  S C E & G  w i t h  a n  o p p o r t u n i t y  t o

e a r n  i t s  a l l o w e d  R O E  o f  1 0 . 2 5 % .

E a r n i n g s w i l l  p r o b a b l y  i n c r e a s e  i n

2 0 0 7 , d e s p i t e  t h e  f a c t  t h a t  t h e y  d e c l i n e d  i n

t h e  f i r s t  n i n e  m o n t h s .  T h e  f o u r t h - q u a r t e r

c o m p a r i s o n  s h o u l d  b e  e a s y ,  s i n c e  p r o f i t s

w e r e  w e a k  a  y e a r  a g o  d u e  t o  m i l d  w e a t h e r

37.3
27.9

Target Price Range
2010 2012

1111111
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96
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48
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24
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- 1 2

I | ...maiii
"0-12

100
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2010-12 PROJECTIONS
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Return
6 %
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to Buy
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In September, 2000, Souther spun off

trading subsidiary. Issuina 66.7 minim
ion( shared

,2001 ,

trihutedforeach oommonshareinthe
Mirant i lea for Chapter

in July,  2003  and

MiraM, its independent power marketing

and
shares, the company and
$1.8 billion in gross proceeds. In April
management sum oft the remaining 80.3%
stake in Mirant to Souther investors, 0.4 d
a common share in the subsidiary was dis-

parent held. 11

ban protection `
»~»49"l3'i4°m banlauplcy in January, 2006.
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. . . . . 14%. a a gas, 12%. V°W'°- 2%. purdnsnd, 5%. Fad mms: 40%
, . . . . d l l vuwes. '06l lno l1edd0| l | !nMBz3.0%.Has2S,100mplwy-
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BUSNESS. The Soul fun Campanys Lou cpcratlng suhsdlancs

supplydecludlylo43ml lanwslamarsnahol l l  120.000 squa la

m i ¢ s d G e o l q i l Alabama Flonda.andMsslsslnpl .R¢venue
blul idown. '06 lusldenllal, 35% cummslud 30%.  l ldui l l i l

21%.We r , 14% Re l a l l uve l ue sbys1a l s 'G l o l g i a  52%.Al a -

blna,  ws.  Flanda.  8%. Manua l .  6% Also has enmpeuuwe

a r o u n d  2 %  a n n u a l l y .  W e a t h e r  p a t t e r n s  i n
f a v o r a b l e ,  t o o .  A l t h o u g h

t h i r d - q u a r t e r e s t i -

t o  i n c u r  h i g h e r  e x p e n s e s

i n v e s t m e n t s .

e a r n i n g s  i n c r e a s e
G e o r g i a  P o w e r  r e c e i v e s  r e a -

szzz Finances are
s h o u l d d e s p i t e  t h e

c o m p a n y ' s  n e e d  f o r  f i n a n c i n g  t h r o u g h  2 0 0 9

f i x e d - c h a r g e  c o v e r a g e  i s  w e l lr a n g e  o f  1 0 . 2 5 % - l 2 . 2 5 % .  T h e  c o m m i s s i o n
o r -

D e c e m b e r ,  w i t h  n e w
a b o v e  t h e  u t i l i t y

high-quall
tractive yield. 'I'

B u t  3 -  t o  5 - y e a r  t o t a l - r e t u r n  p o t e n -
u t i l i t i e s  a r e  b e n e -

e a m i n g s
T h e

2 0 0 7  h a v e  b e e n
e a r n i n g s  t o p p e d  o u r

m a t e .  w e ' v e  t r i m m e d o u r  f u l l -  e a r  e s t i -
m a t e  b y  $ 0 . 0 5  a  s h a r e  b e c a u s e  J C .  c o m p a -
n y  e x p e c t s f o r
s c h e d u l e d  p l a n t  m a i n t e n a n c e  o u t a g e s  a n d
i t  w i l l  t a k e  a  $ 0 . 0 4  c h a r g e  f o r  t h e  c a n c e l l a -
t i o n  o f  a  P r o j e c t .  O u r  2 0 0 7  e s t i m a t e  l n -
d u d e s  $ 0 .  7  a  s h a r e  o f  i n c o m e  a s s o c i a t e d
w i t h  S o u t h e r n  C o m p a n y ' s  s y n t h e t i c  f u e l

D e s p i t e  t h e  c e s s a t i o n  o f  t h e
s y n f u e l  p r o g r a m  a t  t h e  e n d  o f  2 0 0 7 ,  w e  e s -
t i m a t e  a n i n  2 0 0 8 ,  a s -
s u m i n g  t h a t
s o r t a b l e  r e g u l a t o r y  t r e a t m e n t .

s o l i d .  T h e  c a p i t a l i z a t i o n
r a t i o s r e m a i n  s o u n d ,

( d r i v e n  b y  a  c a p i t a l  b u d g e t  t h a t  i n c l u d e s
$ 4 . 6  b i l l i o n  o f  c o s t s  f o r  e n v i r o n m e n t a l  c o m -
p l i a n c e ) .  T h e
a b o v e  t h e  u t i l i t y  a v e r a g e ,  t o o .
T h i s s t o c k  o f f e r s  a n  a t -

t ls
m e a n .
rial is -8 about average for a utility .
Pau] E. bias, CFA November 2007

S o u t h e r n  C o m p a n y ' s  l a r g e s t  u t i l i t y
s u b s i d i a r y  h a s  r e a c h e d  a  s e t t l e m e n t
o f  i t s  g e n e r a l  r a t e  c a s e .  G e o r g i a  P o w e r
h a d  a s  e d  t h e  s t a t e  r e g u l a t o r s  o r  a  r a t e
i n c r e a s e  o f  $ 4 0 6 . 7  m i l l i o n  b a s e d  o n  a  r e -
t u r n  o f  1 2 . 5 %  o n  a  5 2 . 7 %  c o m m o n - e q u i t y
r a t i o .  S i n c e  t h e  u t i l i t y  w i l l  n e e d  a d d i t i o n a l
r a t e  r e l i e f  f o r  c a p i t a l  e x p e n d i t u r e s  a n d  o p -
e r a t i n g  e x p e n s e s .  i t s  f i l i n g  i n c l u d e d  a n  o p -
t i o n  f o r  a d d i t i o n a l  i n c r e a s e s  o f  $ 1 9 1  m l l -
l i o n  a t  t h e  s t a r t  o f  2 0 0 9  a n d  $ 4 5  m i l l i o n  a t
t h e  s t a r t  o f  z 0 l 0 .  G e o r g i a  P o w e r .  t h e  c o m -
m i s s i o n ` s  s t a f f ,  a n d  o t h e r  i n t e r v e n e r s
r e a c h e d  a  s e t t l e m e n t  t h a t  c a l l s  f o r  a  g e n e r -
a l  r a t e  i n c r e a s e  o f  $ 9 9 . 7  m i l l i o n  a t  t h e
s t a r t  o f  2 0 0 8 .  p l u s  a n  e n v i r o n m e n t a l  c o s t
r e c o v e r y  t a r i f f  t h a t  w o u l d  a v e r a g e
m i l l i o n  a  y e a r  o v e r  a  t h r e e - y e a r  p e r i o d .
T h e  n e w  r a t e s  w o u l d  b e  b a s e d  o n  a n
1 1 . 2 5 %  r e t u r n  o n  a  c o m m o n - e l i t y  r a t i o  o f
5 2 . 7 % ,  w i t h  a n  a l l o w e d  R O w i t h i n  a

m u s t  s t i l l  a p p r o v e  t h e  a g r e e m e n t .  I t s
D e r  i s  e x p e c t e d  i n
t a r i f f s  t a k i n g  e f f e c t  a t  t h e  s t a r t  o f  2 0 0 8 .
W e  e x p e c t t o  i n c r e a s e  t h i s
p a t  a n d  n e x t .

t i n g  f r o m  k i l o w a t t - h o u r  s a l e s  g r o w t h  o f

s1.e
23.9

Target Price Range
2010 2012

80

60
50
40

30
25
20

15

10

-7.5

111111111111111111111
!i!!! ala:

IIII
'I0-12

'03 6¢. '06 earnings don't add to total due to available. T Shareholder investment plan avail- tum on com. eq. (blended): 13,5%. Earned on

Company's Financiai Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) Diluted earnings. Excl. nonrecurring gain: Sept., and Dec. Div'd reinvestment plan MS, fair value, FL, GA, orig. cost. Allowed re-

rounding. Next earnings report due late Jan. able. (C) Ind. dead charges. In '06: $6.28/sh. avg. com. eq., '06: 14.3%. Regulatory Climate:
(B) Div'ds historically paid in early Mar., June, (D) in mill., adj. for split. (E) Rate base: AL, AL, FL: Above Average, GA, MS: Average.

0 2007, Value l.ine Publishing, Inc. All riots resented. Factual material is obtained from sources believed to be reliable and is provided without warranties or no kind.
THE PUBLISHER ISNOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscriber's own, non-commercial, internal use. o part
Rik may be reproduced, resold, stored or transmitted in any printed. electronic or other l01m, or used lot generating or marketing any printed or decvonii: publication, service or product.H m I l l !



TECO ENERGY, INC. NYSE-TE 17.07
RECENT
PRICE

PIE
RATIO 14.0(8"3"3 33) '§&L'8i¥1'60.83

DW'D
YLD 4 . 1 %

VALUE
LINE

28.2
184

33,2
17.3

33.0
24.8

29.0
10.0

17.0
9.5

15.5
11.3

19.3
14.9

17.7
14.4

18.6
14.8

High:
Low:

27.0
23.0

28.2
22.8TIMELINESS 3 Lowaed 8I1IIl07

SAFEW 3 Lowered 3I1I03

TECHNICAL 3 Raisewlaoln7

BETA .95 (1.00=marke0

Price
20
15

Ann'l Total
Return

8%
2%

2010~12 PROJECTIONS

Gain
+15%

((.10-A
H` h
Légw
Ins ide r  Dec l s ions

J  J  A
1  0  1
2  0  0
1  0  0

to Buy
Options
to Sell

D  J  F M A M
o  0  0  0  0  0
1  0  1  0  0  t
1  0  1  0  0  3

institutional Decisions
4oznos 1Q200T 182007

toBy 149 151 153
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HId'sll100 118899 114475 118284
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STOCK INDEX
6.B 12.9

36,3 50.1
47.2 145.B

1 yr.
3 yr.
5 yr

.lliI I'll. |

.." \.,

i
.s I I I I18

12
6

Percent
shares
traded

I I 1 IllL

2003 2006
14.59

1.98

d.08

es

16.46

2.57

1.17

.76

3.14

8.93

2.18

8.25

187.80 209.50

7.4%

13.8

.75

4.7%

2740.0

d14.7

3448.1

244.4

40.4%

1.6%

72.4%

27.6%

65.0%

35.0%

6070.3

5679.0

4941.6

47568

2.1%

NMF

NMF

7.3%

14.1%

14.1%

1 \ ll II I lNI I

1111111111 l l  l l l i l l I I

2002
15.22

3.20

1,95

1.41

6.05

14.88

175.80

11.0

.60

6.6%

2675.8

298.2

4.4%

50.5%

39.7%

6585.1

5464.0

5.7%

9.1%

9.9%

2008 © VALUE LINE PUB., INC2007
16.65

2.65

1.35

.78

2.45

8.95

210.50

Bold fig
Vale
elfin

3500

2a5

39.0%

2.0%

54.5%

35.5%

5350

5025

75%

15.0%

15.0%

2005
14.46

2.37

1.00

.76

1.42

7.65

208.20

17.1

.91

4.4%

3010.1

211.0

45.1%

70.0%

30.0%

5300.9

4555.9

6.5%

13.3%

13.3%

2004
13.37

2.14

.71

.75

1.37

6.43

199.70

19.3

1.02

5.5%

26694

137.4

38.5%

.7%

75.1%

24.9%

5163.9

4657.9

5.6%

10.7%

10.7%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

10.10

2.43

1.28

.B5

10.29

2,54

1.30

.90

11.10

2.10

1.30

.95

11.55

2.80

1.32

1.00

11.90

3.08

1.60

1.05

12.53

3.2B

1.71

1.11

14.23

3.34

1.61

1.17

14.83

3.25

1.52

1.23

15.01

3.28

1.53

1.29

18.17

4.11

1.97

133

3.59

7.80

222

8.31

2.34

B.B9

2.84

9.27

3.70

9.98

2.28

10.73

1.62

11.04

2.24

1142

3.23

10,73

545

11.93

114.22 114.97 115.62 115.92 116.96 11760 130.90 132.00 132.10 126.30

13.9

.89

4.8%

15.1

.92

46%

17.9

1.06

4.1%

15.9

.so

5.0%

13.a

.92

4.7%

14.3

.90

4.5%

15.4

.89

4.7%

17.8

.93

4.5%

14.2

81

5.9%

11.9

.77

51%

2001
18.97

4.31

2.24

1.37

692

14.12

139.50

12.9

.56

4.8%

264B.6

303.7

3*0%

48.3%

51.7%

3814.1

4B38.3

9.7%

15.4%

15.4%

17.00

2.50

1.15

.80

Revenues per sh

"Cash Flow" per sh

Earnings perch A

Div'd DecI'd per sh s I

20.00

2.75

1.25

.86

2.80

9.35

Cap'l Spending per sh

Book Value per sh c

2.00

10.75

211.50 Common Shs Outs!'g ° 215.00

:res are
Line
:tea

Avg Ann'lPIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.5

_95

4.7%

3600
245

Revenues ($miII)
Net Profit (Skin)

4300

21a

39.0%

6.0%

Income Tax Rate

AFUDC % to Net Profit

39.0%

4.0%

61.5%

38.5%

Long-Term Debt Ratio

Common Equity Ratio

58.0%

42.0%

5140
5350

Total Capital ($milI)
Net Plant ($mill)

5475

5850

7.0%

12.5%

12.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity E

7.0%

11.5%

11.5%

1862.3

211.9

19581

200.4

1983.0

200.9

2295.1

250.9

30.9%

.1%

28.8% 302%

.9%

6.9%

.9%

42.8%

57.2%

459%

54.1%

46.0%

54.0%

47.7%

52.3%

2524.9

3236.5

27B7.4

3307.5

2625.8

3627.8

28815

3970.1

10.2%

14.7%

14,6%

9.0%

13.3%

13.3%

9.8%

t4.2%

14.2%

10.7%

16.7%

15.7%

CAPITAL STRUCTURE as of 9/30/07
Total Debt $35M.5 mill. Due in 5 Yrs $1104.1 milL
LT Debt $3454.4 mill. LT Interest $224.5 mill.

(LT interest earned:2.5x)

Leases, Uncapitalized Annual rentals $28.1 mill.

Pension Assets-12/06$434.7 mill. Oblig.$569.9

mill.
Pfd Stock None

Common Stock 210,678,423 she.

as of 10129107
MARKET CAP: $3.6 billion (Mid Cap)

% Charége Retail Sales (KWH)
Avg. In usl'l Use (Mw)

ape ac »=ityape HOW"
Peak Load

ow

2006
+.6
N A

7.66
N A
NA
N A

+2.B

ELECTRIC OPERATING STATISTICS
2004 2005
+1 .1 +2.6

NA N A
6.49 6.44
N A 4423

3774 N A
N A N A

+2.4 +2.6

AVG lndusfl Revs.

,Wintu (MW)

AnnualL dFac tof  (9
% Change Cusiumers avg.)

150124. Q NMFFixedc Cw(%)

Est'd '04-'06
to '10-'12

5.0%
2.5%
4.5%
2.0%
6.5%

Pas!
10 Yrs.

2.0%
-2.5%
-4.5%
-3.0%
-3.0%

Past
Yrs.

-3.0%
-9.5%

-13.0%
-10.5%

-9.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Cal- QUARTERLY REVENUES (S mill.)
ender Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

625.2

684.7

836.4

821 .3

850

87799

719.0

862.6

866.5

925

705.8

836.4

922.9

9900

975

660.2

770.0

826.2

s22.2

850

2669.1

3010.1

3448.1

3500

3600

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005

2005

2007

2008

.09

.04

.29

.28

.25

.17

.25

.26

.35

.25

.17

.24

.23

.28

.25

.28

.45

.38

.44

.40

.71

1.00

1.17

1.35

1.15

Ca l-
e n d a r

QUARTERLY DNIDENDS PAID B l

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.19

.19

.19

.19

.195

.355

.19

.19

.19

.19

.19

.19

.19

.19

.195

.19

.19

.19

.19

.195

.93

.76

.76

.76

4.5%

70%

2.6%

81%

2.3%

84%

5.5%

87%

61%

61%

3.2%

72%

NMF

NMF

NMF

105%

3.3%

75%

5.0%

65%

6.5%

57%

4.0%

69%

Retained tn Com Eq

All Div'ds to Net Prof

3.5%

68%

29%' industrial, 8% other, 17%. Generating sources, '06: coal,

54%, gas, 32%, oil, 1%. purchased, 13%. Fuel costs: 40% of rave
hues. '06 reported depress. rate: 3.9% Has 5,200 employees.

Chairman & CEO; Sherriff W, Hudson. President & COO; John B.

Ramil. inc.: FL. Address: TECO Plaza, 702 N. Franklin St., Tampa,

FL 33602_ Tel.: 813-228-1111. Internet: www.tecoenergy.com.

BUSINESS: TECO Energy, Inc. is a holding company for Tampa

Electric, which serves around 661,000 customers in west central

Florida, and Peoples Gas (acq'd SI97), which serves around

332,000 customers in Florida. TECO also mines and transports

coal and has generation and distribution investments in Guatemala.

Electric revenue breakdown, '06: residential, 46%' commercial,

t h e  c o m p a n y  w i l l  r e c o r d  n o  s u c h  i n c o m e  i n
2 0 0 8 .  N o t e  t h a t  w e  h a v e  b o o s t e d  o u r
s h a r e - e a r n i n g s  e s t i m a t e s  f o r  2 0 0 7  a n d
2 0 0 8  b y  a  n i c k e l  e a c h  y e a r  b e c a u s e  d e p r e -
c i a t i o n  i s  l i k e l y  t o  w i n d  u p  l o w e r  t h a n  w e

h a d  e s t i m a t e d .  T E C O  h a s n ' t  p r o v i d e d
e a r n i n g s  g u i d a n c e  f o r  2 0 0 8  a n d  w o n ' t  d o

s o  u n t i l  e a r l y  n e x t  y e a r .
T a m p a  E l e c t r i c  h a s  d e c i d e d  n o t  t o
b u i l d  a  c o a l  g a s i f i c a t i o n  p l a n t  t o  m e e t
i t s 2 0 1 3  p o w e r n e e d s .  U n c e r t a i n t y  a b o u t
c h a n g i n g  e n v i r o n m e n t a l  r e g u l a t i o n s  a n d
t h e  r i s i n g  c o s t  o f  t h e  p r o j e c t  i n d u c e d  t h e
c o m p a n y  t o  l o o k  f o r  a l t e r n a t i v e  s o u r c e s  o f
p o w e r  g e n e r a t i o n ,  T h u s ,  o u r  p r o j e c t i o n  f o r

c a p i t a l  s p e n d i n g  i n  t h e  2 0 1 0 - 2 0 1 2  p e r i o d  i s
m u c h  l o w e r  t h a n  i n  o u r  l a s t  r e p o r t ,  i n  l a t e
A u g u s t .  F o r  t h e  t i m e  b e i n g ,  T a m p a  E l e c -

t r i c  p l a n s  t o  a d d  p e a k i n g  u n i t s  i n  2 0 0 9

a n d  2 0 1 0 .
T h i s  s t o c k ' s  m a i n  a p p e a l  i s  i t s  h i g h
y i e l d . I t  i s  a b o u t  a  p e r c e n t a g e  p o i n t  a b o v e

t h e  n o r m  f o r  d i v i d e n d - p a y i n g  u t i l i t i e s .  W e
p r o j e c t  j u s t  m o d e s t  d i v i d e n d  g r o w t h  o v e r
t h e  3 -  t o  5 - y e a r  p e r i o d ,  h o w e v e r ,  s o  t o t a l -
r e t u r n  p o t e n t i a l  o v e r  t h a t  t i m e  i s  o n l y
a r o u n d  a v e r a g e ,  b y  u t i l i t y  s t a n d a r d s .

P a u l  E .  D e b b a s ,  C F A N o v e m b e r  3 0 ,  2 0 0 7

T E C O  E n e r g y  h a s  r e a c h e d a n  a g r e e -
m e n t  t o  s e l l  i t s  b a r g e  t r a n s p o r t a t i o n
s u b s i d i a r y , T E C O  T r a n s p o r t .  T h i s  o p e r a -
t i o n  g e n e r a t e d  a  n e t  p r o f i t  o f  $ 2 2 . 8  m i l l i o n
i n  2 0 0 6  a n d  $ 2 7 . 0  m i l l i o n  i n  t h e  f i r s t  n i n e

m o n t h s  o f  2 0 0 7 .  T E C O  T r a n s p o r t  f e t c h e d
a  p r i c e  o f  $ 4 0 5  m i l l i o n ,  w h i c h  w i l l  n e t  t h e

c o m p a n y  $ 3 7 0  m i l l i o n - $ 3 8 0  m i l l i o n  a f t e r
t a x e s  a n d  t r a n s a c t i o n  c o s t s .  T E C O  p l a n s
t o  u s e  t h e  p r o c e e d s  t o  a c c e l e r a t e  i t s  g o a l  o f

r e d u c i n g  d e b t  b y  $ 5 0 0  m i l l i o n .  T h e  c o m p a -
n y  e x p e c t s  t o  r e c o r d  a  p r e t a x  g a i n  o f  $ 2 2 5

m i l l i o n - $ 2 7 5  m i l l i o n  o n  t h e  s a l e ,  w h i c h  w e
w i l l e x c l u d e  f r o m  o u r e a r n i n g s  p r e s e n t a -
t i o n .  T h e  d e a l  s h o u l d  c l o s e  b y  t h e  e n d  o f

2 0 0 7 .  W e  w o n ' t  a d j u s t  o u r  f i g u r e s  t o  r e -
f l e c t  t h e  s a l e  o f  T E C O  T r a n s p o r t  u n t i l

a f t e r  i t  h a s  b e e n  c o m p l e t e d ,  b u t  w e  f i g u r e
t h e  t r a n s a c t i o n  w i l l  b e  s l i g h t l y  d i l u t i v e .
E v e n  s o ,  w e  t h i n k  t h e  s a l e  m a k e s  s e n s e
b e c a u s e  i t  w i l l  e n a b l e  t h e  c o m p a n y  t o

s t r e n g t h e n  i t s  b a l a n c e  s h e e t .
T h e  e n d  o f  t h e  s y n t h e t i c  f u e l  p r o g r a m
i s l i k e l y  t o  r e s u l t  i n  a n  e a r n i n g s  d e -
c l i n e  i n  2 0 0 8 . T h r o u g h  h e d g i n g ,  T E C O

l o c k e d  i n  a  p r o f i t  o f  $ 6 5  m i l l i o n  ( $ 0 . 3 1  a
s h a r e )  f r o m  i t s  s y n f u e l  i n v e s t m e n t s .  S i n c e
t h e  s y n f u e l  p r o g r a m  w i l l  c e a s e  a t  y e a r e n d ,

due to rounding. Next earnings report due early
Feb. (B) Div'ds paid in late Feb., May, Aug., &
Nov. l Div'd reinvestment plan avail. (C) Ind.
dead charges, in '06: $1.80Ish. (D) in millions.

B
80
10
30

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(E) Rate base: Net orig. cost Allowed return on
com. eq, in '00 (Alec.): 10.75%-12.75V' in 'DZ
(gas): 10.25%-12.25°/n, earned on avg. com.
eq., '06: 14,7%. Regular. Climate: Above Avg,

30.6
24.8

Target Price Range
2010 z012

64

48
40

32

24
20
16

12

8
-6

Ill

"0-12

(A) Diluted earnings. End, nonrecurring losses:
'97, 6¢, '99, 11¢, '03, $4.97, gains (loss) on
disc. ops.: '04, (77¢), '05, 31¢, '05, 1¢, '07, 7¢.
'05 EPS don't add due to change in shares, '06
° 2007, Value Line Publishing, Inc. AI! rights resewed. Factual material is obtained [mm sources believed to be reliable and is provided without warranties on any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANV ERRORS OR OMISSIONS HEREIN This publication is strictly for subscribers own,
of it may be reproduced, resold. stied nr IransmiNed in any printed, electronic or other lam, Cr used lot genaaling Ur marketing any primed nr electronic publication.
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UIL HOLDINGS NYSE-UIL 35.09
RECENT
PRICE

PIE
RATIO

21.9
1s.0)18,5(8:3:"ss 1.10

RELATIVE
PIE RATIO

DlvD
YLD 4.9%

VALUE
LINE

32.2
23.3

33.6
22.7

31.8
26.3

35.3
169

27.5
18.5

32.8
25.1

33.7
27.4

43.8
27.4

43.0
27.0

High:
Low:

24.0
18.7

27.8
14.2TIMELINESS 3 Raised 11I15I07

sArETte 3 Lowered 12J6IU2

TECHNICAL 2 RaiS8d 11l30l07

BETA .95 (1.00=Market)

2010-12 PROJECTIONS
Ann'l Total

Return
8%

-2%

Price Gain
High 40 (+15%l
Low 2 5 (-30%

Insider Decisions
D J F M A M J J A
0 0 0 0 0 0 0 0 2
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 2

tn Buy
Options
In Sell
Institutional Decisions

4Q21106 1Q2l)D1 2Q2W7
to Buy B2 73 57
Io Sell 34 51 66
Hld=5lllgm 12105 12263 12278

1
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sTock INDEX
-7.1 129
32.1 50.1

1805 145.B

1 yr.
3 yr.
5 yr.

4
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15
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Percent
shares
traded HH II

1.
IIIIIII

I
I

I

I I Il lHI HH
2006

3403

4.55

w e

1.73

3.09

1853

24.B6

18.7

101

50%

B46.0

45.4

312%

8.0%

47,0%

53.0%

859.2

547,0

6.5%

9.9%

9.9"/n

I

II
|  I | I

I II
I I I I I

II it Il l I 11 1. l l l 11Ill Ill II I | 11,11 III
2008 ©vALuE LINE PUB., INC2007

38.10

5.00

1.85

1.73

10,15

1a,7o

25.20

Bold fig
Valu
eslin

950

4s,o

31.0%

6.0%

49.5%

50.5%

930

825

s,0%

9.5%

9.5%

2005
49.88

4,13

1.30

1.73

225

22.39

24.32

235

1,25

57%

1213.1

31.4

44.1%

90%

47.2%

52.8%

10315

5921

44%

5.B%

5.B%

2003
4039

4.59

1.24

1.73

2.19

20.65

23.86

1B0

1.03

7.7%

963.7

29,5

531%

8.5%

50.1%

49.9%

9sa2

548.8

43%

50%

6.0%

2004
45.87

4.37

1.54

1.73

2.04

22.84

24.01

18.7

BE

5.0%

1101,3
ala

454%

1,1%

472%

52,B%

1039.6

553.9

4.5%

5.7%

61%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
29.00

4.79

1.93

1.48

2B.53

4.90

1.90

1.54

27.B2

4.90

1.88

1.60

27.97

4.77

1.91

1.66

2938

4.91

2.18

1.69

3089

4.81

1.90

1.73

30.64

5.40

1.96

1.73

29.34

5.34

1.80

1.73

29.01

4.67

2.23

1.73

37.54

5.53

2.56

1.73

46.15

6.61

2.53

1,73

47,55

589

1.B5

1.73

2.72

17.30

2.84

1B.07

4.04

18.03

2.69

18.23

2.53

18.72

2.01

18.72

1.44

18.94

1.63

19.05

1.48

19.55

2.31

20.42

2.01

21.25

241

20.28

23.22 23.39 23.47 23.48 23.50 23.50 23.18 23.39 23.44 23.46 23.53 23.79

10.6

.68

7.2%

11.9

.72

6.8%

13.6

.80

6.2%

10.5

.69

8.2%

9.3

.62

8.3%

11.4

.71

8.0%

10.1

.58

8.8%

16.3

.85

5.9%

12.6

.72

6.2%

10.8

.70

6.2%

11.5

.59

5.9%

15.0

B2

6.2%

42.30

5.85

1.95

1.73

Revenues per sh

"Cash Flow"per sh

Earningsperch A

Div'd Decl'd per sh B l

52.25

7.40

2.15

1.73

5.50

19.05

Cap'l Spending per sh

Book Value per sh c

3.75

19.95

25.40 Common Shs Outs\'g E 26.60

lies are
Line
:tea

Avg Ann'lPIE Ratio

Relative PIERatio

Avg Ann'l Div'd Yield

15.0

1.00

5.4%

1075
49.0

Revenues ($mill)
Net Profit (Small)

1390

57.0

31.0%

6.0%

Income Tax Rate

AFUDC % to Net Profit

31.0%

3.0%

50.0%

50.0%

Long-Term Debt Ratio

Common Equity Ratio

49.5%

50.5%

965
B70

Total Capital ($mill)
Net Plant ($mil1)

1050

810

6.5%

10.0%

10.0%

Return on Total Cap'I

Return on Shr. Equity

Rel um on Com Equity D

6.5%

10.5%

10.5%

710.3

45.8

686.2

42.2

680.0

52.2

880.9

59.9

1085.8

59.4

1131.0

44.0

47.4%

3.5%

56.0%

1.1%

56.0%

43°/»
44.5%

4.4%

44.8%

3.2%

452%

5.1%

57.3%

38.0%

57.7%

37.7%

50.5%

44.6%

52.2%

47.B%

49.9%

50.1%

45.0%

55.0%

1154.8

1273.5

1180.8

1226.4

1025.5

521.5

1001.3

550.7

998.6

546.4

A n a
517.1

6.7%

9.3%

10.4%

5.4%

a.4%

94%

7.1%

10.3%

11.4%

7.9%

12.5%

12.5%

8.1%

11.9%

11.9%

73%

9.1%

9.1%

CAPITAL STRUCTURE as of 6/30/07
Total Debt $528.6 milL Due in 5 Yrs. $337.4 mill.
LT Debt $404.3 mill. LT Interest $21 .5 mill.

(LT interest earned: 3.3x)
Leases, Uncapitallzed: Ann. rentals $13.4 mill.

Pension Assets-12/06 $317 mill.Oblig. $362 mill.

P fd Stock None

Common Stock 25,160,004 she. as of 8/1/07

MARKET CAP: $875 million (Small Cap)

ELECTRIC OPERATING STATISTICS
2004 2005
+3.3 +2.5
639 665
9.13 9.70

N A N A
NA N A
N A N A
-.1 Nil

2006
3.1
657

10.2
N A
N A
N A
Nil

% Change Retag Sales (KWH)
Avg. lndust Use (MWHM
Avg. 1nd\IS1. Revs. Pu l¢]
Capacity al Peak ow
Peak Load, Summer ]
Amu al Load Fader( I
% Change Customers trend]

323263375Fixed Charge Cav. (%)

Past
10 Yrs.

4.0 A
-1 .0%
-2.5%

Past
Yrs.
3.0%

-5.0%
-8.5%

1.5%

ANNUAL RATES
of change (persh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Est'd '04-'06
to '10-'12

3.0%
9.0%
5,5%

Ni l
1.0% -1 .0%

Cal- QUARTERLY REVENUES (S mill.)
ender Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

200s

323.4

369.4

261.1

267.9

310

267.8

285.3

184.8

200.8

225

260.7

279.9

199.8

216.7

240

249.4

278.5

200.3

274.6

300

110L3

12131

8480

960

1075

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005

200s

2001

2008

.19

.26

.08

.33

.30

.68

.77

1.21

.92

1.00

.43

.14

.42

.38

.43

.24

.13

.15

.22

.22

1.54

1.30

1.86

1.85

1.95

Cal-
endar

QUARTERLY DIVDENDS PAID Bl
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2001

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

.432

,432

1.73

1.73

1.73

1.73

1.2%

89%

.4%

96%

2.5%

78%

4.0%

68%

3.8%

68%

5%

93%

NMF

NMF

NMF

112%

NMF

NMF

NMF

93%

,5%

93%

1.0%

89%

Retained to Com Eq

All Div'ds lo Net Prof

2.0%

80%

Xcelecom. Fuel costs: 49% of revenues, labor costs, 13%. '06
depress. rate: 3.B%. Has 920 employees. Non-Executive Chairman:

F. Patrick McFadden. Chief Executive Officer & President: James

P, Torgerson. incorporated: Connecticut. Address: 157 Church

Street, P.O. Box 1564, New Haven, Connecticut 06508-0901. Tel.:

203-499-2394. lnlemet: www.uil.com.

BUSINESS: UIL Holdings, parent of The United illuminating Com-

pany, provides electricity to 320,000 customers in largely urban and

suburban southern Connecticut. Revenue distribution: resit, 46%;

comer, 41%' induct, 11%, other, 2%. Largest industrial custom-

ers: primary metals, fabricated metal products, transportation equip-

ment. 2004, sold American Payment Systems. 2006, sold

l a w  t h a t  p e r m i t s  u t i l i t i e s  t o  b u i l d  p e a k i n g
u n i t s ,  U I L  a n d  N R G  E n e r g y  p l a n  t o  s u b -
m i t  a  p r o p o s a l  f o r  a  n e w  p e a k i n g  p l a n t .  I f
r e g u l a t o r y  a p p r o v a l  i s  g r a n t e d ,  t h e  c o m p a -
n y  w o u l d  r e c o v e r t h e c o s t  o f  b u i l d i n g  o n  a
c o s t - o f - s e r v i c e  b a s i s ,  a n d  w o u l d  e a r n  a  r e a -
s o n a b l e  r e t u r n  o n  i t s  i n v e s t m e n t .  R e - e n t r y
i n t o  t h e  g e n e r a t i n g  b u s i n e s s  w o u l d  o f f e r
U I L  n e w  o p p o r t u n i t i e s .
E a r n i n g s  m a y  s h o w  n o  p r o g r e s s  t h i s
y e a r .  T h e  c o m p a n y  w i l l  b e n e f i t  f r o m  i m -
p r o v e d  p r i c i n g ,  h i g h e r  r a t e s  o f  $ 4 . 3  m i l -
l i o n ,  a n d  r e c o v e r y  o f  w o r k  o n  t h e  t r a n s m i t
Zi o n s y s t e m .  B u t  a n  I R S  r u l i n g  o n  a c c u m u -
l a t e d  d e f e r r e d  i n v e s t m e n t  t a x  c r e d i t s  t h a t
b o o s t e d  t h i r d - q u a r t e r  2 0 0 6  e a r n i n g s  b y
$ 0 . 2 6  a  s h a r e  w i l l  n e g a t e  t h e s e  p o s i t i v e s .
F o r  n o w ,  w e  e s t i m a t e  2 0 0 7  e a r n i n g s  o f
$ 1 . 8 5  a  s h a r e .  A  $ 1 0 . 3  m i l l i o n  r a t e  h i k e  e f -
f e c t i v e  n e x t  J a n u a r y  p o i n t s  t o  i m p r o v e d
r e s u l t s  n e x t  y e a r .
T h e s e  s h a r e s  h a v e  a n  e v e n  b a l a n c e  o f
p l u s e s  a n d  m i n u s e s . T h e  y e a r - a h e a d
y i e l d  i s  m o r e  t h a n  a  f u l l  p e r c e n t a g e  p o i n t
a b o v e  t h e  i n d u s t r y  n o r m .  B u t  a  h i g h  p a y -
o u t  r a t i o  s u g g e s t s  n o  d i v i d e n d  i n c r e a s e  i n
o u r  3 -  t o  5 - y e a r  t i m e f r a m e .
A r t h u r  H  M e d a l i s t N o v e m b e r  3 0  2 0 0 7

U I L  H o l d i n g s '  m a j o r  p r o j e c t  i s  c o n -
s t r u c t i o n  o f  a  6 9 - m i l e  t r a n s m i s s i o n
l i n e . T h e  c o m p a n y  a n d  N o r t h e a s t  U t i l i t i e s
a r e  j o i n t l y  b u i l d i n g  a  3 4 5 - k i l o v o l t  l i n e  b e -
t w e e n  M i d d l e t o w n  a n d  N o r w a l k ,  C o n n e c t i -
c u t  t o  s t r e n g t h e n  t h e  w e a k  g r i d  i n  t h e
s o u t h w e s t e r n  p a r t  o f  t h e  s t a t e .  U I L  w i l l
h a v e  a  2 0 %  o w n e r s h i p  i n  t h e  f a c i l i t y .
S i n c e  2 4  m i l e s  w i l l  h a v e  t o  b e  b u i l t  u n -
d e r g r o u n d  t o  s a t i s f y  d e m a n d s  o f  t o w n s  a n d
p r o p e r t y  o w n e r s  a l o n g  t h e  r o u t e ,  t h e  i i »
r i a l  c o s t  o f  $ 6 0 0  m i l l i o n  r o s e  t o  $ 1 . 3  b i l l i o n .
W o r k  i s  w e l l  u n d e r  w a y ,  a n d  a  n e w  s u b -
s t a t i o n  i s  n e a r l y  f i n i s h e d .  U p o n  c o m p l e t i o n
i n  l a t e  2 0 0 9 ,  t h e  p r o j e c t w i l l n o t  o n l y  s e r v e
t h e  t w o  o w n e r s  b u t  w i l l  s u p p l y  p o w e r  t o
o t h e r  N e w  E n g l a n d  u t i l i t i e s .  R e g u l a t i o n
p e r m i t s  t h e  c o m p a n y  t o  r e c o v e r  5 0 %  o f
p r u d e n t l y  i n c u r r e d  c o s t s  a s  b u i l d i n g  p r o g -
r e s s e s .  T h e  b a l a n c e  w i l l  b e  r e c o u p e d
t h r o u g h  r a t e  f i l i n g s .  I n  t h e  e a r l y  s t a g e s ,
U I L  w i l l  f i n a n c e  i t s  s h a r e  o f  t h e  c o s t  i n t e r -
n a l l y ,  l a t e r  w i t h  d e b t .
T h e  c o m p a n y  s e e k s  t o  b u i l d  a g a s -
f i r e d  p e a k i n g  p l a n t . T h e  u t i l i t y  s o l d  a l l
o f  i t s  g e n e r a t i n g  f a c i l i t i e s  i n  2 0 0 0  w h e n
s t a t e  l a w  a l l o w e d  c o n s u m e r s  t o  c h o o s e
t h e i r  e n e r g y  s u p p l i e r .  P u r s u a n t  t o  a  2 0 0 7

(B) Div'ds historically paid in early Jan,, early
April, early July, and easy Oct. l Div'd reinvest.
plan avail. (C) Incl. deferred chge. & regal. as-
sets. In `0S: 77¢lsh. (D) Rate base: orig. cost,

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

Rate allowed on common equity in 'OSL 9.75%.
Earned on average common equity in '06:
9.0%. Regul. Clim.: Below Average. (E) In mil-

lions B+
80
45
60

32.5
25.0

Target Price Range
2010 2012

80

GO
50

40

30
25
20

15

10

-7.5

I lllll
.| 0-12

(A) EPS basic. Excl. nonrecur. gains (losses):
'91, 27¢, '92, 35¢, '93, (34¢), '94, (6¢), '96,
17¢, '00, net 4¢, '03, (26¢), '04, $2.14, '06,
($5.07). Next egg. report due late Jan.
o 2007. Value Line Publishing; Inc. NI M reserved. Factual material is obtained from sources believed ro be reliable and is provided without warranties or any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR 0MlSSlONS HEREIN. intemai use. No pan
al Ir may be reproduced. resold, stored nr lransnitted in any primed, electronic or other rum, service or product.

Thisrlwublication is strictly Lu! subscriber's own, non-commercial.
nr use W generating Ur marketing any primed or decironlc publication, i



I NYSE-WCVECTREN CORP 29.11
RECENT
PRICE

PIE
RATIO 15.7l8';§;2g§N',§,%) 0.93

RELATIVE

PIE RATI0

DND
YLD 4.5%

VALUE
LINE

High :
Low:

26.5
15.8

24.4
19.8

26.1
18.0

26.1
19.7

27.1
22.9

29.5
25.0

29.3
25.2

30.5
24.8TIMEUNESS 2
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Options
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3.0
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7.5
28,2
62.1

2
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l l  l I l l i

6
4
2

Percent
shares
traded Lil III I IllH

1997 1998 199g 2000 2005
15.88

2.87

1.48

.95

2 6 8 4

2.BB

1.17

.98

26.62

3.87

1 8 1

1.19

11.55

2,67

11.91

3.04

15.01

61.47 61.42 7B.19

17.4

1 1 3

4.8%

15.1

.80

4.4%

1037.4

90.8

1648.7

72.0

2028.0

136.8

33.6% 32.2% 24,/4%

1.4%

40.0%

58.4%

45.8%

53.0%

51.2%

48.8%

1215.8

1336.3

1380.6

1555.8

2341.3

2251.9

8.6%

12.5 /n

12.6%

6.1%

9 5 %

9.7%

7.2%

12.0%

12.0%

1 I l I I I Ill I I I
l l11..1 11

2002
28.53

3.43

1.68

1.07

3.22

12.79

68.01

14.2

7 8

4,5%

18043

114.0

25.4%

4.6%

52.3%

47.7%

1824.4

1648.1

7.7%

13.1%

13.1%

2007
28.70

4.15

1.85

1.27

3.85

16.80

s0.a0

BoldHg
Value
destin

2320

150

22.0%

4.0%

47.0%

53.0%

2565

2520

7.0%

11.0%

11.0%

t
2001

32.05

2.89

1.08

1.03

3.48

12.53

67.70

20.3

1 .04

4.7%

2170.0

73.1

20.3%
no,

54.4%

45.5%

1863.1

1595.0

5 5 %

8.6%

8.5%

200B © VALUE LINE PUB., INC2006
26.83

3.69

1.44

1.23

3.70

15.43

76,10

18.9

1.02

4.5%

2041.6

108.8

21 B%

3.8%

50.7%

49.3%

2352.2

2385.5

6 0 %

9.3 AL

9.3%

2004
22.26

3.27

1.42

1 1 5

3.66

14.42

75,90

17,6

.93

4,6%

1589.8

1 0 8 0

25.5%

3.0%

48.1%

51.B%

2111.5

2156.2

6,4%

g.g A

9.9%

2003
21.00

3.17

1.56

1.11

3.12

14.18

75.60

14.8

.84

4.8%

15875

111.2

25.3%

4.5%

50.0%

50.0%

2144.7

2003.7

6 5 %

10.4%

10.4%

Vectren was formed on March 31 2000
through the merger of Indiana Energy and
SlGCORP. The merger was consummated
with a tax-free exchange of shares and has
been accounted for as a pooling of interests.
Indiana Energy common stockholders
received one Vectren common share for
each share held. SIGCORP stockholders
exchanged each common share for 1.333
common shares of Vectren. Data prior to the
merger are pro forma.

CA PI TA L STRUCTURE as of  9/30/97
T otal Deb! $1732.8 mill.  Due in 5 Yrs $822.0 mill.

LT  Deb! $120B,3 mill, LT Interest $58.1 mill.

(LT interest earned: 3.6x)

Pension Assets-12/06 $185.0 mil l . obiing. $255.4

mill

P f d St ock No ne

Common St ock 76,517,056 she.  as of 10/31/07

MARKET  CAP:  $2.2 billion (Mid Cap)

30.25

4.45

1.95

1.31

Revenues per  sh

"Cash Flow" per sh

Ear nings  per ch A

Div'd Decl'd per sh B i t

37.40

5.15

2.05

1.4a

3.85

17.50

Cap'l Spending per sh

Book Value per sh c

3.65

19.55

81.00 Common She 0 ut s t ' g  ° 81.60

HES are
Line
ales

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann' l Div'd Y ield

14.5

.95

4.8%

2450

160

Revenues ($miI I )

New Profit (Skin)

3050

165

22.0%

4.0%

Income Tax Rate

AFUDC % to Net Profit

2 1 0 %

3.0%

48.0%

52.0%

Long-Term Debt Rat io

Common Equity Rat io

48.5%

51.5%

2725

2625

Total Capital ($milI)
Net Plant ($mill)

3105

2795

7.0%

11.0%

11.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity E

7.0%

10.5%

10.5%

4.D7n

63%

I.DI7o

85%

.J /u
98%

4.5"/a

63 %

3.0 /1

71%

1.9%

81%

4.0%

66%

1 3 %

86%

3.5%

69%

3.5%

67%

Retained to Com Et

All Div'ds to Ne! Prof

3.0%

70%

2 0 0 6
-3.1

2 3 5 8 2
4 . 9 9

1 5 1 7
1 3 0 0
7 4 . 0
+1 .1

ELECT RIC OPERAT ING ST AT IST ICS
2 0 0 4 2 0 0 5
+1 .5 + 3 . 5

2 3 4 6 9 2 4 0 7 4
4 . 2 4 4 . 6 4
1 5 0 7 1 5 3 4
1 2 2 2 1 2 9 1
69 . 0 68 . 8
+ 2 . 6 + . 6

% Ch RM Sal (KWH)

Avg. 181821 Use (MWSHIIwH

Avg IndusL Revs (¢)
Capacity al Peak

Annal Load Factor 11

131
Peek Load, Summa h w )

% Unange Cusiomes e nd ]

Gas,  80%.  Fuel costs;  elect . ,  37%,  gas,  69%.  Also provides energy-

r e la t ed  p r oduc t s  and  ser vices  and  has  an inves t ment  subs id ia r y .

Es t ' d  p lant  age:  e lec t r ic ,  10  year s .  ' 06  depr ess .  r a t e :  3 . 7%.  Has

1,975 employees.  Chairman & CEO:  Nie l C,  El lerbrook.  Pres ident :

Car l Chapman.  inc. :  IN.  Address:  20 Nor thwest  4th St . ,  Evansvil le ,

indiana 47741.  Tel. :  812~465-5300.  Internet :  vwwv.vectren.com.

BUSINESS! V e c t r e n i s  a  ho ld ing  c o mp a ny  f o r me d  t hr o ug h t he

merger  o f  ind iana Energy  and SI G CO RP.  Suppl ies  e lec t r ic i t y  and

gas t o an area near ly  tw o- thirds  of  t he s late of  ind iana.  Ow ns gas

d is t r ibut ion as s e t s  in O hio .  Has  a  c us t omer base of  1,136,000.

2006 Elect .  (gas)  revs:  resit . ,  30% (67%) ;  comer . ,  24% (27%) ,  in~

dust . ,  32% (5V ) ,  other ,  14% (1%) .  Revenue sources:  Elect . ,  20%,

D e c e m b e r  2 8 , 2 0 0 7

S e p t e m b e r ,  i n d i c a t i n g  i t  p l a n n e d  t o  r e -
q u e s t  a  $ 2 9  m i l l i o n  h i k e  f o r  i t s  g a s  d i s t r i -
b u t i o n  b u s i n e s s .  T h e  i n c r e a s e  i s  n e e d e d  t o
r e c o u p  t h e  c o s t  o f  o p e r a t i n g  a n d  e x p a n d i n g
t h e  5 , 2 0 0 - m i l e  s y s t e m  t h a t  s e r v e s  a  1 7 -
c o u n t y  a r e a  i n  w e s t - c e n t r a l  O h i o .  A n  o r d e r

h e r e  i s  d u e  l a t e  n e x t  y e a r .
E a r n i n g s  m a y  p o s t  a  r e c o r d  h i g h  i n

2 0 0 7 . E l e c t r i c  a n d  g a s  m a r g i n s  a r e  u p ,
a n d  e n v i r o n m e n t a l o u t l a y s a r e  b e i n g
r e c o v e r e d  o n  a  t i m e l y  b a s i s .  W h a t ' s  m o r e ,
a  r a t e  h i k e  i n  s o u t h e r n  I n d i a n a  w i l l  h e l p

f o u r t h - q u a r t e r  r e s u l t s .  T o o ,  t h e  P r o L i a n c e
s u b s i d i a r y  i s  b e n e f i t i n g  f r o m  i n c r e a s e d  g a s
s t o r a g e  c a p a c i t y .  O u r  2 0 0 7  e a r n i n g s  e s -
t i m a t e  o f  $ 1 . 8 5 - a - s h a r e  e x c l u d e s  e x p e c t e d

p r o f i t s  o f  $ 0 . 1 2  a  s h a r e  f r o m  s y n f u e l  o p e r a -
t i o n s ,  w h i c h  h a v e  b e e n  c l a s s i f i e d  a s  d i s c o n -
t i n u e d .  O r d e r s  o n  t w o  o u t s t a n d i n g  r a t e  r e -

q u e s t s  s u g g e s t  f u r t h e r  i m p r o v e m e n t  i n
2 0 0 8 ,  T h e  s t o c k  i s  t i m e l y
T h e  y i e l d  i s  a l m o s t  a  f u l l  p e r c e n t a g e
p o i n t  a b o v e  t h e  i n d u s t r y  n o r m . A n d
d i v i d e n d  g r o w t h  p r o s p e c t s  t o  2 0 1 0 - 2 0 1 2

e x c e e d  t h o s e  o f  t h e  g r o u p .  I n c o m e - o r i e n t e d
i n v e s t o r s m i g h t c o n s i d e r t h e s e g o o d -

q u a l i t y  s h a r e s .
A r t h u r  H M e d a l i s t

V e c t r e n ' s c o n s t r u c t i o n  b u d g e t  w i l l r e -
q u i r e e x t e r n a l f i n a n c i n g t h r o u g h
2 0 1 0 . A  l a r g e  p o r t i o n  o f  t h e  o u t l a y s  i s
n e e d e d  t o  c o m p l y  w i t h  t h e  U . S .  E n v i r o n
m e n t a l  P r o t e c t i o n  A g e n c y ' s  r e q u i r e m e n t s .
V V C a n d  A l c a n  A l u m i n u m ,  j o i n t  o w n e r s  i n
t h e  W a r r i c k  c o a l - f i r e d  s t a t i o n ,  a r e  s p e n d -
i n g  $ 3 0 0  m i l l i o n  t o  r e d u c e  s u l f u r  d i o x i d e
e m i s s i o n s  a t  a l l  f o u r  u n i t s  b y  9 8 % .  V V C ' s
s h a r e  o f  t h e  c o s t  w i l l  b e  $ 7 0  m i l l i o n .  T h e
c o m p a n y  w i l l  a l s o  e n h a n c e  t h e  e f f i c i e n c y  o f

e x i s t i n g  s c r u b b e r s  a t  t h e  C u l l e y  2  a n d  3
c o a l  b u r n e r s  a n d  w i l l  u p g r a d e  t h e  i n f r a -
s t r u c t u r e .  A l l  t o l d ,  m a n a g e m e n t  p l a n s  c a p -
i t a l  s p e n d i n g  o f  $ 3 0 0  m i l l i o n  a n n u a l l y  f o r
t h e  n e x t  t h r e e  y e a r s .  S i n c e  i n t e r n a l l y  g e n -

e r a t e d  c a s h  w o n ' t  f u l l y  c o v e r  t h e s e  c o s t s ,
s o m e  e x t e r n a l  f i n a n c i n g  w i l l  b e  n e e d e d  t o

c l o s e  t h e  g a p .
T h e  c o m p a n y  h a s  a p p l i e d  f o r  h i g h e r

r a t e s  i n  t w o  j u r i s d i c t i o n s . L a s t  M a y ,  i t
f i l e d  f o r  i n c r e a s e d  g a s  b a s e  r a t e s  o f  $ 4 1
m i l l i o n  i n  i t s  n o r t h e r n  I n d i a n a  t e r r i t o r y  t o

r e c o v e r  c o s t s  o f  m a i n t a i n i n g  a n d  e x p a n d -
i n g  t h e 1 2 , 0 0 0 - m i l e d i s t r i b u t i o n a n d
s t o r a g e  s y s t e m .  A n  o r d e r  o n  t h e  p e t i t i o n  i s
e x p e c t e d  i n  t h e  s e c o n d  q u a r t e r  o f  2 0 0 8 .  I n
O h i o ,  V V C  i s s u e d  a  p r e - f i l i n g  n o t i c e  i n

2 5 6 2 2 62 6 2Feed Charge Gov, ('A)

Past
10 Yrs.

Past
5 Yrs.

Est 'd '04- '05
to '10-'12

7 . 0 %
4 . 5 % 6 . 0 %
4 . 5 % 4 . 5 %
4 . 0 % 3 . 0 %
4 . 5 % 4 . 5 %

ANNUAL RAT ES
of change (per sh)
Re v e n u e s
"Cash Flow"
Earnings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

2000

276.7

326.2

317.5

421.7

420

254. 4

310. 8

340. 5

381. 4

4 2 0

513.4

713.8

609.1

682.9

740

645. 3

677.2

774.5

834.0

8 7 0

1689.8

2028.0

2041 .s

2320

2450

Cal-
endar

EARNINGS PER SHARE A

M ar . 31  Jun.  30  Sep .  30  Dec .  31
Full
Year

zoom

2005

2006

2007

2008

. 13

. 22

. 16

. 22

. 2 0

. 04

. 18

. 06

.21

. 2 0

.72

.74

. 76

.88

. 9 0

. 53

.67

. 46

. 5 4

. 6 5

1.42

1.81

1.44

1 8 5

1. 95

Cal-
endar

QUARTERLY DIVIDENDS PAID 81t
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

200s

2007

. 275

. 285

.295

. 305

.315

. 285

. 295

. 305

. 315

. 325

. 275

. 285

295

.305

. 315

.275

.285

. 295

. 305

.315

1.11

1.15

1.19

1.23

Target Price Range
2010 2012

64

48
40
32

24
20
16

12

8

_ s

"0-12

| nm: A ln.l

12.25%.
Regulatory |

Stock's Price Stability
Price Growth Persistence
Eamings Predictability

100
(A)  Diluted EPS.  Next  earnings repor t  due late ear ly March,  ear ly June,  ear ly September ,  and tr io rate base determinat ion:  fair  value.  Rate al-  1 Company' s F inanc ia l  S t r eng t h
Jan.  Excl,  nonrecur .  gain ( losses) :  '00,  8¢;  '01, ear ly December .  lDiv'd reinvest .  plan avaiL lowed on elect .  common equity in '95:
(13¢),  '03,  (5¢),  incl.  charges for  merger costs: t  shar eho lde r  inves t .  p lan ava i l .  ( C)  I nc l .  in- Earned on avg.  com. eq.  '0th:  9.4%.
'00,  S0¢,  '01,  17¢,  (B) Div'ds histor ically paid in tang.  in '05,  $5.27lsh. (D) In mill ions.  (E)  Elec- Climate:  Above Average.

o 2007. Value Line Publishing, Inc. All "Ge reserved. Factual mataiai is obtained tram sources believed to be reliable and is provided without warranties or are kind.
THE PUBLISHER IS NOT RE PONSIBLE DR ANY ERRORS OR OMISSIONS HEREIN. non-conunerdal, internal use. u pan 1
01 i\ may be reproduced, resold, slued or transmitted in any printed, electrode or other lord, service or product.

This publication is strictly far subscriber's own,
Rf used [of genuating of unarkeHng any printed or electronic publication,

m



XCEL ENERGY NYSE-XEL 20.60
RECENT
PRICE

PIE
RATI0 13.6('m':3::s;

.15.4
15.o)

RELATNE

PIE RATIO 0.85
IA

4.6%
man
YLD

LUE
ONE

27.9
19.3

30.0
16.1

Xe

31 .8
24.2

\| Eetav

25,5
5.1

17.4
10.4

18.8
15.5

20.2
18.5

23.5
17.8

25.0
19.6

High:
Low:

26.7
22.3

29.4
22.3

2
TIMELINESS 3 LDwHEd3n6l07

SAFEW Raised5/14/04

TECHNICAL 2 Raised V11l08
BEIA .so (1.00 Marker)

Ann'l Total
Return

9%
3%

Price
25
19

2010-12 PROJECTIONS

Gain
(.4.20%l
(-10%

H'gh
Law

Insider Decisions

tn Buy
Options
to Sell

M A M J J A S O N
0 0 0 0 0 1 0 0 0
0 0 0 1 0 0 0 0 0
0 0 0 0 0 0 0 0 0

lo 5"l

Institutional Decisions

1Q2M7 202001 392007
170 175 160

lose 156 177 179
Hld's(000)27287D 275080 269962

;r

2011

2-for-1 split 6198
Yes

LEGENDS . .
1.01 x Dnndends 9 sh
divided brmeres Rate
Rdanve Ce Strength

Options: . .
haded area Indicates recession

44
llll l111.'1.1Ultr e

11 is. II
I I hp ll as' I vIIIII aI I Wt

..-" l l *H .no
I I In| I I

s 4

Nancen States ewer

111111

ll , l

| .
01 9

% TOT. RETURN 12/07
VL ARITH.
INDEX

1 .3
25.2

1172

mtg
STOCK

1.9
41.3

156.8

1 yr.
3yr.
5yr.

I l.IIl'.l II I ,M;N.
g
6
3

Percent
shares
traded

I I \  I ll' ~mIll9I'll MnMMll ll
I 1

I

I
I

| I 1.
I I I l l .|I | .

.| I I I
200a o VALUE UNE PUB., mc2004

20.84

3.27

1.21

.B1

3.19

12.99

400.45

13.5

.12

4.7%

8345.3

526.9

23.2%

10.9%

55.0%

44.1%

11801

14095

6.2%

9.9%

10.0%

200s
23.86

3.28

1.20

.85

3.25

13.37

403.39

15.4

.82

4.6%

9625.5

499.0

258%

8.5%

51.7%

47.3%

11398

14696

6.2%

9.1'/»
9.2%

200s
24.16

3.70

1.35

.as

4.00

14.2a

407.30

14.a

.80

4.4%

9B40.3

568.7

24.2%

98%

52.1%

47.0%

12371

15549

6.2%

9.5%

9.7%

2007
23.50

170

1.35

.91

4.90
quo

427.00

16.7

.as

4.0%

10034

515.9

33.6%

12.5%

51.5%

47.5%

11150

15575

s.o%

9.0%

9.0%

1997 199a 1999
18.32

3.92

1.61

1.40

18.46

4.30

1.84

14a

18.42

4.13

1.43

1.45

2.90

15.89

2.99

16.25

1s.a1

16.42

149.24 152.70 155.73

15.5

.89

5.s%

15.2

.79

5.1%

16.6

.95

6.1%

2733.7

251.5

2819.2

29a.1

2869.0

240.1

27.8%

6.s%

2s.ov.

5.3%

21.5%

2.5'/l

40.4%

51.0%

39.9%

53.5%

54.7%

40.5%

4650.9

4361.3

4537.7

4395.2

6316.2

4451.5

6.9%

9.1%

9.5*

8.1%

10.7%

11.2%

s.4%

8.4%

a.6%

2000
34.11

4.12

1.60

1.48

3.63

16.37

339.79

14.3

.93

6.4%

11592

545.8

35.8%

4.4%

5B.8%

40.5%

13745

15273

6.0%

9.6%

9.7%

2001

o.:

43.56

s.

2.27

1.50

7.40

17.96

345.02

12.4

.64

5.3%

15028

7a4.7

2a.2%

1.1%

66.7%

3za%

18911

21165

6.01.

12.5%

12.6%

2002
23.89

3.14

.42

1.13

5.04

11.70

398.71

NMF

NMF

6.5%

9524.4

177.6

32.7%

461'/»
59.6%

39.5%

11815

1B815

5.4%

3.7%

3.7%

2003
19.90

3.35

1.23

.15

2.49

12.95

398.96

11.6

.66

5.2%

7937.5

510.0

23.7%

ams

55.3%

43.8%

11190

13667

6.1%

9.7%

9.8%

Xcel Energy was formed through the merger
d Norther States Power and New Century
Energies on August 21, 2000. NSP stock-
holders received one share d Xcel for every
NSP share, and NCE stcckhdders received
1.55 shares of Xcel for each NCE share.
Data prior to 2000 reflect NSP on a stand-
alone basis and are not comparable with
Xcel data.

r

CAPITAL STRUCWRE as d m r
Total Debt s19a0.0 mill. Due in 5 Yrs $2151 .0 mill.
LT Debt $12s2.s mill. LT Intel!!! $471 .0 mill.
Ind. B.000.000 shares 7.875% lax-dedudible Trust
Originated Preferred Soalrities_ liquidation value
$25lshare; 7,760,000 shares 7.60%. emulative,

$25 pan sloo mill. 7.85% tax-dedudible Trust
Preferred Securities.
(LT interest earned: 2.5x)
Leases. Uncapltalized Annual rentals $51.4 mill.
Ponslon As5n;-1 :Los $3.1a bin. Oblig. s2.s1 bill.

Pfd Stuck $105.0 mill. PM Div'd $4.2 mm.
1,049.a00 shares $3.60 to $4.55. cumulative. $100
par, liable $102.00 lo $10a.15.
Common Stock4199930,078 she.as of 10119107
MARKET CAP: $1.1 billion (Large Cap)

.c

2

2005
+3.6
150
6.22
NA

20854
NA
-.4

2006
#1 .a
153
6.55
NA

1255
NA

*1 .2

+.3
145
5.51
NA

19827
NA

+1.0

ELECTRIC OPERATING STATISTICS
2004

neo $*(KWH)
nm, "MIM
M  c  ' M M m

PMLM ,
kllli LIN Fill I
'II Ulllge Cllsiunui 48)

230 238232Fled Cm. nu

Past
10 Yrs.

2.0%
-2.0%
-3.5%
-4.5%
-1 .0%

ANNUAL RATES
ml change (pet sh)
Revenues
"Cash Flow"
Eammgs
Dividends
Book Value

Esl'd '04-'os
M '10-'12

3.5%
4.5%
55%
4.5%
4.0%

Past
5Vn
-6.5%
-5.5%
-6.5'/

-10.5%
-4.5%

Cal-
endar

auAma1Lv REVENUES Is mil.)
M1r.31 Jun.30 Sep.30 Dec.31

Full
Year

zo04
m s
2005
2007
m s

2259

2882

2466

2603

2700

2009

22a9

2412

2400

2600

2280

2381

2888

2764

2850

1797

2074

2o14

2267

2350

8345.3

9625.5

9840.3

10034

10500

Cal-
llldlf

sAm~1ncspsRsl4An£»
IAar.31 Jun.30 Sep.3IJ Dec.31

Full
Year

2004

2005

goos

2001

goos

.40

.41

.53

_mgr

.58

.as

.31

.35

.2B'

.32

.21

.18

.24

_16r

.30

.31

.24

.23

.31

.30

1.21

1.20

1.35

1.35

1.50

Cal-
ondar

QUIRTERLY DMDENDS PAID I I

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004
m s
2006
2007
2001

.208

.215

.223

.23

.188

.208

.215

.223

.208

.215

.223

.23

.188

20a

.215

.223

.79

.85

.as

.91

21.50

4.o0

1.50

.95

Revenues per sh

"Cash Flat' per sh

Eamings per sh A

Div'd Decl'd per sh a I

21.25

4.50

1.75

1.10

4.90

15.30

Cap'I Spending per sh

Book Value per sh c

4.50

17.00

429.00 Common Shs0utsl'g ° 435.00

Avg Ann'I PE Ratio

nunive PIE Ratio

Avg Ann'l Div'll Yield

18.0

.as

4.8%

10500

055

Revenues (SHIIII)

nu Profit ( s u n

12300

750

315%

16.0%

Moms Tax Rita

AFUDC % lb N01 mm

85.0%

9.0%

54.0%

45.0%

Long-Term Debi Ratio

Common Equity Ratio

54.5%

4s.ox

14525

17750

Total Capital (smlm
N01 PIII! (hmm)

16500

19700

6.0%

10.0%

10.0%

Return on Total Clp'I

Return on Shr. Equity

Mum on Com Equlfy s

5.5%

10.0%

10.0%

1.2%

88%

2.5%

79%

NMF

100%

.9'/n

91%

4.3%

66%

NMF

NMF

3.9%

60%

3.9%

52%

2.9%

69%

3.6%

63%

3.0%

S m

3.5%

53%

Retalncd to Cam Et

An DIV'llS b nu Prof

3.5%

64%

laic, 1.s mill. gas. Electric revenue breakdown, '06: residential,

28A, commercial & industrial. 53%. cher, 19%. Generating

sources nd available. Fuel costs: 58% al revs. '0s repofled depress.

rate: 31%. Has 9,100 employees. Chairman, Presidenl a. CEO:

Ridiard c. Kelly. Inc.: MN. Address: 414 Nickel Mall, Minneapdls,

MN 55401. Tel.: 612-330-5500. lnrlemet www.xcelenergy.oom.

BUSINESS: Xcel Energy Inc. is me praM d Nor hem Stales

Power, whir supplies power lo Minnesota, Wisconsin. North Dako-

h, Soulh Dakota, Michigan, & gas to Minnesola. Wisconsin, North

Dakota, 8. Michigan, Public Service d Colorado, which supplies

power s gas to Colorado, A Souilrweslem Public Service, which

supdies power to Texas s New Medco. Cuslomersz 3.3 mill. dec-

o t h e r  r e g u l a t o r y  m a t t e r s  a r e
I n  N o r t h  D a k o t a ,

T h e

T h e  u r i l i 8 f
i t s  a l l o w r e -

= " ° " 4 °  f o r  t h e
o r a l - r e t u r n

s o n .  a  n o n c a s h  c r e d i t  t o  i n c o m e ,  s h o u l d  b e
t h e  k e y  f a c t o r s .  O u r  e s t i m a t e  i s  a t  t h e
m i d p o i n t  o f  X c e l ' s  t a r g e t e d  r a n g e  o f  $ 1 . 4 5 -
$ 1 . 5 5  a  s h a r e .
F r e q u e n t  r a t e  c a s e s  a r e  n e c e s s a r y  f o r
X c e l  t o  p l a c e  i t s  c a p i t a l  s p e n d i n g  i n t o
t h e  r a t e  b a s e  a n d  t o  r e c o v e r  o n g o i n g
i n c r e a s e s  i n  o p e r a t i n g  e x p e n s e s .
c o m p a n y  h a s  h a d  m a j o r  c a p i t a l  p r o j e c t s  i n
M i n n e s o t a  a n d  C o l o r a d o . i s
e a r n i n g  o r  n e a r l y  e a r n i n g
t u r n  o n  e q u i t y  i n  m o s t  o  i t s  j u r i s d i c t i o n s ,
b u t  t h e  r e t u r n s  o f  S P S  i n  T e x a s  a n d  N e w
M e x i c o  a r e  s t i l l  a  s o r e  s p o t .
T h i s  s t o c k  o f f e r s  a  y i e l d  t h a t  i s  f r a c -
t i o n a l l y  a b o v e  t h e
e l e c t r i c  u t i l i t y  i n d u s t r y .
p o t e n t i a l  t o  2 0 1 0 - 2 0 1 2  i s  o n l y  a b o u t  a v e r -
a g e  f o r  a  u t i l i t y ,  h o w e v e r .
T h e  S E C  o r d e r e d  X c e l  t o  r e c l a s s i f y  t h e
c o s t  o f  a  s e t t l e m e n t  w i t h  t h e  I R S  c o n -
c e r n i n g  t h e  d e d u c t i b i l i t y  o f  c o m p a n y -
o w n e d  l i f e  i n s u r a n c e .  X c e l  w a s  t r e a t i n g

b u t
r e s u l t s .  T h i s

W e  a r e

t h i s  c h a r g e  a s  a  d i s c o n t i n u e d  i t e m ,
h a d  t o  s h i f t  i t  t o  o n g o i n g
l o w e r e d  2 0 0 7  s h a r e  n e t  b y  $ 0 . 0 8 .
i n c l u d i n g t h i s  i n  o u r  p r e s e n t a t i o n .
P a u l  E .  i e b b a s ,  C F A F e b r u a r y  8 ,  2 0 0 8

X c e l  E n e r g y  h a s  r e c e i v e d  a  r a t e  o r d e r
i n  W i s c o n s i n .  T h e  e l e c t r i c  a n d  g a s  t a r i f f s
R f  N o r t h e r n  S t a t e s  P o w e r  ( N S P )  w e r e
r a i s e d  b y  $ 3 9 . 4  m i l l i o n  ( 8 . 1 % )  a n d  $ 5 . 3
m i l l i o n  ( 3 . 3 % ) ,  b a s e d  o n  a  r e t u r n  o f  1 0 . 7 5 %
o n  a  c o m m o n - e q u i t y  r a t i o  o f  5 2 . 5 % .  N e w
r a t e s  w e n t  i n t o  e f f e c t  o n  . J a n u a r y  9 t h .
S e v e r a l
b e n d i n g  o r  u p c o m i n g .

S P  f i l e d  f o r  a n  e l e c t r i c  r a t e  h i k e  o f  $ 2 0 . 5
m i l l i o n  ( 1 4 % )  b a s e d  o n  a  r e t u r n  o f  l l . 5 %
o n  a  c o m m o n - e q u i t y  r a t i o  o f  5 l . 7 7 % .  A n
i n t e r i m  r a t e  i n c r e a s e  o f  $ 1 7 . 2  m i l l i o n  t o o k
e f f e c t  o n  F e b r u a r y  5 t h ,  a n d  a  f i n a l  o r d e r  i s
e x p e c t e d  t h i s  f a l l .  T h e  u t i l i t y  a n d  t h e  c o m -
m i s s i o n ' s  s t a f f  h a v e  a g r e e d  o n  a n  a l l o w e d
R O E  o f  1 0 . 7 5 % ,  s u b j e c t  t o  c o m m i s s i o n  a p -
p r o v a l .  I n  N e w  M e x i c o ,  S o u t h w e s t e r n  P u b -
i c  S e r v i c e  ( S P S )  i s  s e e k i n g  a  $ 1 7 . 3  m i l l i o n

( 6 . 6 % )  e l e c t r i c  t a r i f f  i n c r e a s e ,  b a s e d  o n  a
r e t u r n  o f  1 1 %  o n  a  c o m m o n - e q u i t y  r a t i o  o f
5 1 . 2 % .  A n  o r d e r  i s  d u e  t h i s  s u m m e r .  T h e
c o m p a n y  i n t e n d s  t o  f i l e  e l e c t r i c  r a t e  c a s e s
i n  T e x a s  t h i s  s p r i n g ,  a n d  i n  C o l o r a d o  a n d
M i n n e s o t a  t h i s  f a l l .
W e  e x p e c t  h i g h e r  e a r n i n g s  i n  2 0 0 8 .
R a t e  r e l i e f  a n a n  i n c r e a s e  i n  t h e  A l -
l o w a n c e  f o r  F u n d s  U s e d  D u r i n g  C o n s t r u c -

30.8
25.7

Target Price Range
2010 2012

ml-.

6 4

4 8
4 0
3 2

2 4
2 0

1 6

1 2

8

6

-

I HIIIIIIIII
"0-12

Company's Financial Strength
Stop 's Price Stability
Price Growth Persistence
Earnings Predictability

B++

I

(A) Diluted EPS. Excl. nor rec. loss: '02, $6.27, Apr. (B) Div'ds historically paid in mid-Jan., on com. eq.: MN '93, 11.47%, WI '08, 10.75%,
gains (losses) on disc. ops.: '03, 27¢, '04, Apr., July, and Oct. l Div'd reinvest. plan avail. CO '03 (elem.), 10.75%, CO '07 (gas) 10.25%,
(30¢), '05, 3¢, '06, 1¢. '04, '06, &'07 EPS don'! (C) Ind. if tang. In '0G: $4.36lsh. (D) In mill., TX '86, 15.05%, earned on avg. com. eq., '06:
add due to rounding. Next egg. report due late ad). for split. (E) Rate base: Varies. Rate alI'd 10.1%. Regulatory Climate: Avg. (F) Restated.

0 2008, Value Line Publishirg, Inc. All rights received. Factual material is obtained from sources believed to be reliable and is provided without warranties d any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN.
al it may be reproduced, resold. stored or transmitted in any printed, electronic or other lure.

l̀1ris pubiination is stripy for subscriber's own, non-commercial, internal use. No pan
or used lot generating of marketing any primed Ur electronic publication, service or producti III Mn



UNISOURCE ENERGY~vsE.u~s 29.41
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PRICE

PIE

RATIO 17.0('m':8:::,2§i'e;8) 1 . 0 6
RELATNE

PIE RATID 3 . 3 %
DIV'D
YLD

VALUE
LINE

13.9
10.4

19.3
11.1

26.0
13.8

20.8
13.7

24.9
18.0

24.9
22.9

34.8
24.3

37.5
29.5

40.0
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2002 2003 2006
25.50

480

.97

.50

28.71

5.20

130

.60

3742

5.6B

1B5

as

3.35

13.05

4.05

15.97

an
18.59

33.58 33,79 3519

182

99

23%

14.5

.83

3.2%

17,7

.96

2.6%

8562

33.3

969.9

45.2

13169

692

331% 191%

2.2%

38.8%

2.9%

81.5%

18.5%

792%

203%

72.9%

27,1%

2368.8

166B4

Z5B9.0

2059.2

24141

2259.5

2.8%

7.6%

75%

4.9%

8.4%

B,4%

5.9%

10.5%

10.6%

I 1
Ii z . I

I I[lnlllH I llllllll \!ll I'll .|IIIIIHI
2001
43.12

5.41

1.79

.40

3.63

12.68

33.50

10.8

.55

2.1 Ty,

1444.7

60.9

43.8%

79.6%

20.4%

2081.3

1677.7

4.4%

14.3%

14.3%

2004
34.13

5.29

1.31

.64

4.49

16.95

34.25

18]

.go

2.6%

1169.0

45.9

42.5%

77.1%

223%

2540.3

2DB1.1

5.1 %

7.9%

7.9%

2005
35.26

5.21

1.30

.76

5.83

17,58

3 4 8 7

23,9

1.27

2.5%

1229.5

48.1

41.4%

2.2%

75.3%

24.7%

2494.9

2171.5

51%

7.5%

75%

2007
38.65

5.40

1.60

.90

5.55

19.55

35.70

18.4

.97

3.1%

1380

57.0

39.0%

3.0%

68.5%

31.5%

2230

2320

5.5%

5.0%

8.0%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

114.58

d12.43

d2B.05

19.56

d.30

a12.40

2051

2.06

d.25

21,51

3.44

.65

20.87

4.58

1.70

22.28

6.82

3.76

22.71

5.29

260

23.83

3.48

.68

24.85

3.96

1.08

31.12

4.23

1.27

.32

8.75

d37.31

1.05

d119

1.50

d1.96

1.95

d1.31

1.84

.39

2.07

4.15

2.22

6.75

2.52

7.65

2.87

10.02

3.19

11.20

5.14 32.09 32.14 32.14 32.13 32.13 32.14 32.26 32.35 33.22

25.7

1.75

9.6

.64

4.3

.27

6.1

.35

23.3

1.21

10.B

.52

11.8

.77

2.1%

40.60

5.70

1.75

.96

Revenues per sh

"Cash Flaw" per sh

Earnings per sh A

Div'd DecI'd per sh a I t

45.60

6.35

1.90

1.14

6.50

20,s5

Cap'l Spending per sh

Book Value per sh c

7.75

22.25

36.20 Common Shs 0utst 'g D 37.70

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Weld

16.0

1.05

3.8%

1470
63.0

Revenues ($milI)
Net Profit ($miII)

1720

71.0

39.0%

3.0%

Income Tax Rate

AFUDC % to Ne! Profit

39.0%

3.0%

67.0%

33.0%

Long-Term Debt Ratio

Common Equity Ratio

61.0%

39.0%

2245

2415

Total Capital ($mill)

Net Plant ($mill)

2290

2545

5.5%

8.5%

8.5%

Recur on Total Cap'l

Return on Shr, Equity

Return on Com Equity E

6.0%

5.5%

8.5%

CAPITAL STRUCTURE as of 9130107
Total Debt $1507_2 mill. Due in 5 Yrs $10796e mill.
LT De b i $ 1 5 3 2 3 mill. LT Interest $145.6 mill.
Incl. $528.9 mill. capitalized leases.

(LT interest earned: 1.6x)

Pension Assets-12/05 $176 mill. Oblig. $218 mill.
Pfd Stock None

Common Stock 35,338,420 she. as of 10/31/07
MARKET CAP: $1_1 bi llion (Mid Cap)

ICS

| <

2 0 0 6
+3 .7
3431
6 .60

2696
2913
64 .0
+1 .8

2 0 0 5
+3 .9

3 4 2 1
6.60

2567
2792
63 .9
+2.6

ELECTRIC OPERATING STATIST
2 0 o 4
+3 .2

3 2 9 3
6 .50

2 2 7 5
2 4 5 8
64 .6
+2 . 1

dFactar( Iv-an

% Ehange Reran Sa\es (KWH)
Avg. lndusl.U s e  ( M U M

Avg. Induct. Revs. Pu (d)

Capacity at Peak (W

Peak Load, Summer w)

Annual L

% Change Custnmas

1 3 0 1 3 1 157Fixed Charge Gov (41

Pa s !
10 Yrs.

5 . 0 %
1 .0%

-3.0%

3 2 . 5 %

Pas t Es t 'd '04-'06
5 Yrs. to '10~'12

1 .5% 4 . 0 %
3 . 5 % 3 . 0 %
1.5% 4.0%
NM F 7.0%
9.5% 4 . 0 %

ANNUAL RATES
01 change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mmgs
Div idends
Bo o k Va lue

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2007

2008

290.1

300.6

318.4

329.8

3 6 0

335.3
349.3

3 7 5 5

39822

4 1 5

273.5

318.7

317.9

334.2

350

270.1

250.9

305.0

317.8

345

1169.0

1229.5

1316.9

1380

1470

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2004

2005

2005

2007

zoos

.68

.49

.73

.66

.75

.37

.27

.28

.33

.35

.08

.65

.32

. 4 7

.40

.18

d.11

.52

.14

.25

1.31

1 3 0

1.85

1.60

1.75

Cal-
endar

QUARTERLY DIWDENDS PAID B l t

Mar.31 J un. 3 0  S e p. 3 0 Dec.31

Full
Year

2004

2005

2005

2007

200B

.15

.19

.21

.225

.16

.19

.21

.225

.16

.19

.21

.225

.16

.19

.21

.225

.64

.76

.BE

.90

729.9

83.6

768.7

21.9

803.8

35.5

1033.7

25.3

45.6% 46.8% 32.9%

90.7%

9.3%

89.4%

10.6%

86.1%

13.9%

84.2%

15.8%

2322.3

1935.5

2320.6

1915.6

2340.5

1729.9

2362.4

1706.3

5.0%

38.5%

38.5%

2.5%

s.9%

8.9%

2.9%

11.0%

11.0%

2.5%

7.1%

7.1%

38.5% 8.9% 110% 4.3%

39%

11.2%

22%

3.8%

51%

4.6%

45%

4.1%

48%

3 2 %

57%

61 %

43%

3.5%

56%

1 5 %

55%

Retained to Com Eq

All Div'ds to Net Prob

3.5%

60%

coal,  B1%; gas, 6%; purchased power, 13%. Fuel:  48% of electric

revenues, labor costs: 9%. 'DS depreciat ion rate: 34%. Estimated

plant  age:  10 years .  Has 1,260 employees.  Chaimian,  Pres ident ,

a nd CEO:  J a me s  S .  P i gna t e l l i .  I nc . :  AZ .  Addre s s ;  One  So ut h

Church Ave. Suite 1820, Tucson, AZ 85701. Tel; 520-BB4-3650. \n-

tenet: www.unisourceenergy.com.

BUSINESS: UniSource Energy  Corp. parent  o f  Tucson Elec t r ic
Power Company ,  supplies  e lec t r ic i ty  in Tucson,  Ar izona and the

surround. area (ser. area: 1,155 sq mi les). Nonutili ty subsidiaries

engage in plant construct ion, fuel supply, and related businesses.

Revenue sources: res ident ia l,  44%, commerc ia l,  26%; industr ia l,

21%, other,  9%. Copper mining is  largest  industry  sewed. Fuels :

U n i S o u r c e  s e e k s  h i g h e r  r a t e s . A  1 9 9 9
a g r e e m e n t  f r o z e  e l e c t r i c  r a t e s  t h r o u g h  t h e
e n d  o f  2 0 0 8 .  A s  r e q u i r e d  b y  r e g u l a t o r s ,
U N S  f i l e d  f o r  n e w  r a t e s  t h a t  w o u l d  t a k e
e f f e c t  i n  J a n u a r y ,  2 0 0 9 .  I t  r e c o m m e n d e d
t h a t  t h e  c o m m i s s i o n  u s e  o n e  o f  t h r e e
m e t h o d s  i n  s e t t i n g  n e w  t a r i f f s .  I n  a l l  t h r e e
c a s e s ,  t r a n s m i s s i o n  a n d  d i s t r i b u t i o n  r a t e s
a r e  b a s e d  o n  h i s t o r i c  c o s t ~ b a s e d  c a l c u l a -
t i o n s .  B u t  r a t e s  f o r  g e n e r a t e d  p o w e r  a r e
f i g u r e d  d i f f e r e n t l y  u n d e r  e a c h  a p p r o a c h .
I n  t h e  f i r s t  i n s t a n c e , c h a r g e s w o u l d  b e
b a s e d  o n  w h o l e s a l e  m a r k e t  p r i c e s .  A n  a l -
t e r n a t i v e  t i e s  r a t e s  t o  h i s t o r i c  c o s t s ,  s u b ~
s e c t  t o  a  s e p a r a t e  c h a r g e .  E i t h e r  p r o c e d u r e
w o u l d  r a i s e  a n n u a l  r a t e s  b y  a b o u t  2 2 % .  A
t h i r d  o p t i o n  b l e n d s  t h e  f i r s t  t w o  a n d  r e -
s u l t s  i n  l e s s e r  r a t e s .  A l l  p r o p o s a l s  r e w a r d
c u s t o m e r s  f o r  e n e r g y  c o n s e r v a t i o n .  A n  o r -
d e r  o n  t h e  a p p l i c a t i o n  w i l l  t a k e  e f f e c t  J a n -
u a r y  1 ,  2 0 0 9 .
F i n a n c i a l  i n d i c a t o r s  w i l l  r e m a i n  w e a k
f o r  a  w h i l e .  T h o u g h  l o n g - t e r m  d e b t h a s
b e e n  r e d u c e d  s t e a d i l y  s i n c e  1 9 9 6 ,  i t  s t i l l
a c c o u n t s  f o r  a b o u t  7 0 %  o f  t o t a l  c a p i t a l .
W h a t ' s  m o r e ,  m e a n i n g f u l  r e d u c t i o n s  a r e
u n l i k e l y  f o r  a  w h i l e  b e c a u s e  o f  t h e  n e e d  t o
f i n a n c e  t h e  c a p i t a l  s p e n d i n g  p r o g r a m .

T h a t ,  i n  t u r n ,  k e e p s  p r e s s u r e  o n  f i x e d
c h a r g e s ,  w h i c h  h a v e  b e e n  b a r e l y  e a r n e d
s i n c e  1 9 9 7 .  T o o ,  t h o u g h  a  l a r g e  p e r c e n t a g e
o f  p r o f i t s  a r e  b e i n g  p l o w e d  b a c k  i n t o
r e t a i n e d  e a r n i n g s ,  t h i s  a c c o u n t  s t i l l  h a d  a
n e g a t i v e  b a l a n c e  l a s t  S e p t e m b e r ,  3 0 t h .  F i -
n a l l y ,  U N S  i s  h a v i n g  d i f f i c u l t y  e a r n i n g  i t s
a l l o w e d  r e t u r n  o n  e q u i t y .  I n  v i e w  o f  t h e s e
n e g a t i v e s ,  w e  r a t e  t h e  c o m p a n y ' s  F i n a n -
c i a l  S t r e n g t h  a  b e l o w - a v e r a g e  C + + ,
E a r n i n g s  s h o u l d  i m p r o v e  i n  2 0 0 8 .
P l a n n e d  a n d  u n p l a n n e d  p l a n t  o u t a g e s ,
w h i c h  t o o k  a  t o l l  i n  l a s t  y e a r ' s  f i r s t
q u a r t e r ,  a r e  b e h i n d  t h e  c o m p a n y .  U N S
s h o u l d  a l s o  b e n e f i t  f r o m  a n  o r d e r  o n  a  H 1 -
i n g  f o r  $ 9  m i l l i o n  i n  h i g h e r  p o s t e d  g a s
t a r i f f s .  I n  a l l ,  w e  t h i n k  2 0 0 8  e a r n i n g s  w i l l
r i s e  9 %  o v e r  l a s t  y e a r ' s  e s t i m a t e d  $ 1 , 6 5 0  a
s h a r e .  A n  o r d e r  o n  t h e  a f o r e m e n t i o n e d
e l e c t r i c  r a t e  f i l i n g  s u g g e s t s  a  f u r t h e r  g a i n
n e x t  y e a r .  T h e  s t o c k  i s  u n t i m e l y .
T h e s e  s h a r e s  o f f e r  a n  e v e n  b a l a n c e  o f
p l u s e s  a n d  m i n u s e s . A b o v e - a v e r a g e  d i v i -
d e n d  g r o w t h  p r o s p e c t s  t o  2 0 1 0 - 2 0 1 2  m i g h t
i n t e r e s t  i n c o m e ~ o r i e n t e d  i n v e s t o r s .  B u t
t h o s e  o f  a  c o n s e r v a t i v e  b e n t  m a y  h e s i t a t e
b e c a u s e  o f  t h e  c o m p a n y ' s  w e a k  f i n a n c e s .
A r t h u r  H M e d a l i s t F e b r u a r y  8 , 2 0 0 8

Target Price Range

(A) EPS diluted. Next earnings report due late (B) Div'ds historically paid in early Mar., June, split, (E) Rate base: fair value. Rate allowed on | Company's Financial Strength
Feb. Excl. nonrecur aims (losses) 91 Sept., and Dec. I Div'd reinvest. plan avail. t com. et. in '94: 11.0%, earned on avg. com Stock's Prlce Stabllity
$l2,49), '92, 18¢, '93 0.11), '98, 19¢, '99 Shareholder invest. plan avail. (C) Incl. if tang eq., 'OB: 10.3%. Regulatory Climate: Avg Price Growth Persistence
1.35, '00, 48¢, '03, $2.00 in '06: $6.38lsh. (D) In millions, adjusted for Earnings Predictability

° 2008. Value Line PubHshil1 Inc. All rights reserved. Factual material is obtained [ram sources believed to be reliable and is provided without warranties d mg kind
THE PUBLISHER is NOT RESPONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is sxtiwy for subscriber's own, non-commercial, internal use. o part
of it may be reproduced. resold. stored or transmitted in any printed, electronic or other form, or used for generating or marketing any primed or electronic publication. service or product
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SczttfradaALLETE mc.
11154 ETv-0.35ALE

(NYSE)

37.85 Vol. 46,300(~0.94%)

Zacks .com

Zacks.com Quotes and Research

ALLETE is a multi-services company. ALLETE's holdings include theone of the largest wholesale automobile
auction networks in North America, a provider of independent auto dealer inventory financing, one of the largest
investor-owned water utilities in Florida and North Carolina, significant real estate holdings in Florida and a low-cost
electric utility that serves some of the largest industrial customers in the United States. (Company Press Release)

General information
ALLETE INC
30 West Superior Street
Duluth, MN 55802-2093
Phone: 218 279-5000
Fax: .
Web: www.allete.com
Email: tthorp@aIIete.com

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

ZACK
;;R<){:l1` cam THE :max

DIVEFISIFIED OPS
Multi~Sector
Conglomerates

December
12/31/07
02/15/2008

.434
37,40

51 .30
37.04

1.17

193,200.91

52.67
12-17-07

[SHE] 30-De9 Closing Prices 42.0
41.5
41. o
40.5
40. o

Page  1 of 2

% Price Change

4 Week

12 Week

YTD

-8.27

-15.99

-5.51

% Price Change Relative to ss.p 500

4 Week

12 Week

YTD

-0.82

-7,26

1 ,02

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

30.82 Dividend Yield

Annual Dividend

1 ,152.74 Payout Ratio

15.00 Change in Payout Ratio

09/21 /2004 Last Dividend Payout / Amount

4.39%

$1 .64

0.00

0.00

11/13/2007 I $0.41

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.69

3.00

5.00

02/15/2008

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.60

1 .60

1.60

1.00

EPS Growth Sales Growth

Fundamental  Ratios

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

13.33 vs. Previous Year

11.95 vs. Previous Quarter

2.67

-26.58% vs. Previous Year

-27,50% vs. Previous Quarter:

0.85%

-10.08%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php'?type=report&t=ALE
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1/17/2008
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1 .58 09/30/07

9.02 96/30/07

. 03/31 /07

. 09/30/07

12.67 05130/07

13.83 03/31 /07

5,55
6.13

Quick Ratio Operating Margin

- 09jg0/07

2.06 06/30307

2.35 03/31 /07

. 09/30/07

1 .69 06/30/07

1 .99 03/31/07

10.69

11.37

Pre-Tax Margin Book Value

- 09/30/07

16.66 08/30/07

17.81 03/31/07

- 09/30/07

16.66 06/30/07

1781 03/31/07

23.60

23.37

Price/Book

Price/Cash Flow

Price i Sales

Current Ratio

09/'30/07

0B!30/'G7

03131/07

Net Margin

09/30/07

06/30/07

03/31/07

Inventory Turnover

09,=30107

06/30!07

03/31/07

Debt-to-Equity Debt to Captial

. 09/30/07

7.25 06/30i07

7.20 03i31!07

- 09/30897

0.56 0680307

0.57 03/31/07

36.59

36.95

http ://w ww.zacks .com/research/print.php '?type=repo11&t=ALE 1/17/2008
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Zacks.com Quotes and Research

Alliant Energy Corp. is a growing energy-services provider with operations both domestically and internationally
Alliant Energy provides electric, natural gas, water and steam services to customers worldwide. Alliant Energy
Resources, Inc., the home of the company's non~regulated businesses, has operations and investments throughout
the United States as well as in Australia, Brazil, China, Mexico and New Zealand, (Company Press Release)

Genera l  i n form at i on
ALLlANT  ENGY CP
4902 N. Biltmore Lane
Madison. WI 53718
Phone: 608 458-3311
Fax: 608-259-7269
Web: www.alIiantenergy.com
Email: shareownersenices@alliamenergy.com

industry
Sector

UTiL-ELEC PWR
Utilities

Fiscal Year End December
Last RedoNed Quarter 12i31/07
Next EPS Date 05/09/2008

¥*r i ce and Volume informat ion

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

[LET] 30-Dag Closing Prices 8

20 Day Moving Average

Target Price Consensus

729,997.63

01-11-08 02-IJB-D8

%. Price Change

4 Week

12 Week

11.30
10.13
9.31

3.79%

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

m, Price Change Relative to S&P 500

4 Week

12Week

YTD

Dividend information

110.32 Dividend Yield

Annual Dividend

4,070.66 Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount 01/29/2008 / $0.35

EPS i n form at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS GrovNh Rate

Next EPS Regan Date

0.65

2.68

6.00

05/09/2008

Consensus Rec om m enda t i ons

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

¥undamersta§ Fiai ics

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

13.77 vs. Previous Year

14.41 vs. Previous Quarter

Sales Growth

3.51% vs. Previous Year

47.62% vs. Previous Quarter

Price Ratios

Price!Book 1.64 12/31/07 11.37 12/31/07

http://www.za cks .com/re se a rch/print.php'? type =re port&t=LNT 2/11/2008
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11.45 Q9/3()/07

10.37 06/30/07

4.25

3.84

Operating Margin

8.68 09/38/07

1.18 06/30/07

Quick Ratio

- 12/31!07

1.13 09130407

O.81 06/:30!07

. 12j31107

0.84 09/30/07

0.B1 06/30/07

8.34

8.59

7.79

Pre-Tax Margin Book Value

- 12/31/07

20.28 09/30/07

19.09 06/30/07

12/31/07

20.28 09/30/07

19.09 06/30/07

22.44

21 .95

Price/Cash Flow

Price ! Sales

Current Ratio

12/31/07

09/3D/07

D6/30/07

Net Margin

12/31 /07

Q9/30/07

06/30/07

Inventory Turnover

12/31 /07

09/30;97

06/30/07

Debt-to-Equity Debt to Captial

-- 12/31/07

8.50 09/30/107

10.44 06/30/07

. 12/BU07

0.63 0980307

0,52 06K30i07

36.71

32.19

http1//www.zacks .com/re sea rch/print.php? type=report&t=LNT 2/11/2008
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Zacks.com

Zacks.eom Quotes and Research

Ameren Corporation companies provide energy services customers in Missouri and Illinois. AmerenUE, one of its
subsidiaries, is the one of the largest electric utilities in Missouri and distributors of natural gas. AmerenCIPS,
another subsidiary, is both an electric and natural gas utility and serves one of the largest geographic areas of
Illinois-based utility companies. (Company Press Release)

Genera l  i n form at i on
AMER EN CORP
1901 Chouteau Avenue
so, Louis, MO 63108
Phone: 314 621 -3222
Fax: 314 621-2888
Web: www.ameren.com
Email: invest@ameren.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

w=wFn" $8888 T845 $99$

December
12/81 /07
02/14!2008

UTIL-ELEC PW R
Utilities

Arc
50.56
55.00
47.10
0.68

1,027.967.31
54

(REE) 80-Dog Closing Pr:ins 8

s4.5

53,5
$3.0
s2.s
52.9
s1.s
s1.o
so.s

55.0

54.0

P a ge 1 of  2

12-1?-0? o1-a6-as

% Price Change

4 Week

12 Week

YTD

~5.83

~3.71

-6.73

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-0.86

6.29

0.25

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

Dividend Yield

Annual Dividend

10,516.94 Payout Ratio

4.36 Change in Payout Ratio

N/A Last Dividend Payout / Amount

208.01 5.02%

$2.54

0.00

0.00

12/03/2007 / $0.63

EPS In fo r m a t i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.55

3.29

6.20

02/14/2008

Consensus Recommendations

Current (1=Strong Buy, 5=Slrong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.00

3.00

3.00

3.00

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

14.17 vs. Previous Year

16.47 vs. Previous Quarter

2.29

Sales Growth

-4.28% vs Previous Year

97.10% vs. Previous Quarter:

4 .55%

15.90%

ROE ROAPrice Ratios

Price/Book 1.55 09/30/07 09/30/07

http://www.zacks.com/research/print.php?type=report&t=AEE

ZAC KS

1/17/2008
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7.98 06/38/07

03/31/07

9.60

9.85

06/30

03i31 F07

3.18

3.30

Quick Ratio Operating Margin

Price/Cash Flow

Price / Sales

Current Ratio

09/38/07

06/30/G7

03/31 I'07

0.93

0.91

09/30!07

06/30 07

03131 ~'07

0.63

0.69

09f30/07

06/30/07

03f31 /07

8.65

8.91

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31/Q7

12.18
13.48

09/30/07

06!30/07

03/31/07

12.18

13.48

09/30/07

06/30/07

03/31 /07

32.54

31.97

Inventory Turnover Debt-to~Equity Debt to Captial

09/30/07

06/30107

08/31 /07

5.39

5.31

09/30/07

06/30/07

03/31/07

0.81

0.83

09/30107

06.~'30807

03/31907

45.83

45.52

http1//www.zacks .com/resea rch/print.php'? type=report&t=AEE 1/17/2008
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Zacks.com Quotes and Research

American Electric Power is a public utility holding company which owns,directly or indirectly, all of the outstanding
common stock of its domesticelectric utility subsidiaries and varying percentages of other subsidiaries. Substantially
all of the operating revenues of AEP and its subsidiaries are derived from the furnishing of electric service. The
Company's operations are divided into three business segments: Wholesale, Energy Delivery and Other

General information
AMER ELEC PWR
1 Riverside Plaza
Columbus. OH 43215
Phone: 614 716-1000
Fax: 614 223-1823
Web: www.aep.com
Email: jsloat@aep.com

industry
Sector

UTIL-ELEC PWR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31 /07
04/24/2008

Price and Volume lnfarmmion

IFIEPJ $0-D484 Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

: H
43.16

51 .24

40.68

0.88

3,815.77925

49.6

. m

40.01

-7.00

-7.30

~5.29

1 .90

224

°/> Price Change
4 Week

12 Week

YTD

Share information

Shares Outstanding
(miiliorxs)

Market Capitalization
(millions)

Short Ratio

Last Split Date

'01-11-ll8 oz-os-as

% Price ChangeRelative to S&P 500

4 Week

12 Week

YTD

Dividend Information

400.01 Dividend Yield

Annual Dividend

17,264.26 Payout Ratio

1 .24 Change in Payout Ratio

N/A Last Dividend Payout / Amount

380%

$1 .64

0.55

-0.02

02/06/2008 / $0.41

EPS lnfsrmai ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Lor\g~Term EPS Growth Rate

Next EPS Report Date

0.72

3.18

5.40

04!24/2008

Consensus Recommendations

Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.45

2.42

2.42

2,42

EPS Growth

13.56 vs. Previous Year

14.39 vs. Previous Quarter

2.51

Sales Growth

36.84% vs. Previous Year

~55.17% vs. Previous Quarter:

10.00%

-13.16%

Fundamarttal Fiaéios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Roth)

Price Ratios

Price/Book

ROE ROA

1,74 12/31/07 12,38 12/31/07 3.09

http://www.za cks .com/re se a rch/print.php? type =re port&t=AEP
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Price/Cash Flow

Price / Sales

6.67 09/30/07

1 .29 06/30!07

11 .85 09/30/07

11 .23 08/30!07

2,95

2.83

Current Ratio Quick Ratio Operating Margin

12/31 .~'07

09/30!07

06!301'07

'I2/31 /av

0. 53 09/30/07

0.56 06!30!07

12/31!07

0.33 09/30/07

0.38 06f30/07

8.95

8.71

8.30

Net Margin Pre-Tax Margin Book Value

T2/31 /07

09/30/07

06/30/07

1281/07

12.53 09!30/07

11 .06 06/30/07

12/31/07

12.53 09/30/07

11 .06 06/30/07

24.82

24.22

Inventory Turnover De bt-to -Equ ity Debt to Captial

12/31 /07

09/30!07

G6/30/07

.. 12/31/07

6.01 09/30/07

7.15 06/30!07

_ 12/31 ION

t .40 09/30!07

t .35 0sf30f07

58.17

57.51

http://www.zacks.com/resea rch/print.php'? type=repo1't&t=AEP 2/11/2008
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CENTRAL HUDSON GAS & ELECTRIC generates, purchases and distributes electricity and purchases and
distributes gas. The Company, in the opinion of its general counsel, has, with minor exceptions, valid franchises
unlimited in duration, to serve a territory extending about 85 miles along the Hudson River and about 25 to 40 miles
east and west from such River. The southern end of the territory is about 25 miles north of New York City, and the
northern end is about 10 miles south of the City of Albany

General information
CH ENERGY GAP
284 South Avenue
Poughkeepsie, NY 12601-4879
Phone: 845 452-2000
Fax; 914 486-5415
Web: www.cher1ergygroup.com
Email: cus\omerservices@cenhud.com

Industry
Sector

Fiscal Year End
Last Reported Ouarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

ZAC KS
¢na9;T 4=14w»m T848 pi>gg,

December
12/31107
02/12/2008

UTIL-ELEC PWR
Utilities

i i
39.02

53.00
38.87
0.77

94,920.00
N/A

(CMG) 3$-D09 Closing Prices 4 7 . 9

46 :0

4 5 . 0

4 4 . 0

4 3 . 9

4 2 . 0

41 .o

4o.o

3 9 . 0

P age  1 of 2

12-17-07 01-16-as

% Price Change
4 Week

12 Week
YTD

.10,57

-15.12
-12.39

% Price Change Relative to S&P 500
4 Week

12 Week

YTD

.537

.630

.6.18

15.76

615.03

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

18.83

Dividend information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

5.54%

$2.1 e

0.00

0.00
01/08/2008 / $0.54

NfA

2.60

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date 02/12/2008

Consensus Recommendations
Current (1 =St1ong Buy, 5=Strong SQII)

30 Days Ago

60 Days Ago

90 Days Ago

3.00

3.00

0.00

0.00

Fundamental Ratios

Sales GrowthEPS Growth

vs. Previous Year

vs. Previous Quarter15.07

-61.43%

-18.18%

vs. Previous Year

vs. Previous Quarter:

8.46%

-4.01 %

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios POE ROA

http://www.zacks.com/resea rch/pr*int.php'? type=report&t=CHG 1/17/2008
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1 .16 09/30/07

7.80 06/'30/07

_ 03/31 /OF

. 0980407

7.84 06/30/07

9.18 03!311'07

2.77

3.30

Quick Ratio Operating Margin

- 09!30/07

1 .75 06/30i07

1 .64 03/31/07

. 09.,80/07

1 .51 06130/07

1.45 03/31 /07

3.74

4.42

Pre-Tax Margin Book Value

- 09!30/07

5.70 0680/07

5.85 03/31/07

- 09/30/07

5.70 06/30/07

6.65 03/31/07

33.51

33.22

Price/Book

Price/Cash Flow

Price Sales

Current Ratio

09/'30/'07

06/30/07

03/31/07

Net Margin

09/30/07

06/30/07

03/31/07

inventory Turnover

09/30/07

06/30107

03/31/07

Debt-to~Equity Debt to Capital

-- 09/30/07

26.17 06/30/07

26.75 03/31/07

. 09i30;()7

0,76 06/30/07

0.71 03531 /07

42.47

41 .55

http://www.za cks .com/re se a rch/print.php? type =re port&t=CHG 1/17/2008
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Genera l  In form at i on
CENT RAL VT  PS
77 Grove Street
Rutland. \fl' 05701
Phone: 802 773.2711
Fax: 802 778.1775
Web: www.cvps.com
Email: eryan@cvps.com

Central Vermont Public Service Corporation is engaged in the purchase, production, transmission, distribution and
sale of electricity

Industry
Sector

Fiscal Year End
Last Reported Quarter
Next EPS Date

Mice and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

y $39Z€T§"¥3§°§"?¥5¥§ ¥§r'¥ * a m o m

December
12/31 /07

UTIL-ELEC PWR
Utililie$

K
[ C U ]  8 0 - D a y  C 1 - o s i n g  P r i c e s

Page  1 of 2

20 Day Moving Average

Target Price Consensus

47,156.80

12-17-07 01-16-B8

% Price Change

4 Week

12 Week

5.99

10.49

5.41

% Price Change Relative to ss.p 500

4 Week

12 Week

YTD

Share Information

297.71

Shares Outstanding
(millions)

Market Capitalization
(millions

Short Roth:

Last Split Date

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

02/12/1993 Last Dividend Payout Amount 10/29/2007 l  $023

EPS i n fs r m at i en

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

N/A

N/A

N/A

N/A

C ons ens us  R ec om m enda t i ons

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

Current FY Estimate

Trailing 12 Momlws

PEG Ratio

EPS Growth

vs. Previous Year

18.58 vs. Previous Quarter

Sales Growth

37.88% vs. Previous Year

925.00% vs. Previous Quarter

Price Ratios

Price/Book

Price/Cash Flow

1 .63 09/30/07

8.54 06/30/07

09/30/07

9.18 06/30/G7

http://www.zacks .com/re sea rch/print.php? type=repo1t&t=CV

CKS

1/17/2008



Zacks .com Page  2 of 2

03/31/07 10,81 03/3w07 3.92Price / Sales

Current Ratio

09/30./07

06/30f'07

03131 07

Quick Ratio Operating Margin

09130/07

06/30/<37

03f31 raw

09!30/07

06.~'3Q/07

03/31 /07

5.05

5.85

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31 /GO

09/30/07

06/30/07

03/31 /07

09/30/07

06/30/07

03/31 /07

inventory Turnover Debt-to-Equity Debt to Captial

09/30/07

06/30/07

03/31 /07

09/30/07

06/30/07

03/31/07

09/30/07

06/30/07

03/31 !07

http://www.za cks .com/re se a rch/print.php? type =re port&t=CV 1/17/2008
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General information
CLECO CORP
2030 Donahue Ferry Road
Pineville. LA 71360-5226
Phone: 318 484-7400
Fax: 318 484~7465
Web: www.cleco.com
Email: None

Industry
Sector

Fiscal Year End
Last Reported Quarter
Next EPS Date

Cleco Corporation holds investments in several subsidiaries, including Utility Group, Cleco Midstream Resources
LLC and Utility Construction & Technology Solutions LLC. Utility Group, incorporated on January 2, 1985 under the
laws of the State of Louisiana, contains the LPSC jurisdictional generation, transmission and distribution electric
utility operations serving the Company's traditional retail and wholesale customers. Utility Group serves customers in
communities and rural areas in the State of Louisiana

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

A

a*:w1==s~m<a:<>m THE 82819

December
12/31 /07
03/04/2008

UTIL~ELEC swF:
Utilities

121
27.53

29.84

22.14

1,21

473,498.00

29.75

E

,»'

; .
¢*~.

2892
28.0

27.8
\2?.6

27.4
27.2

27.41

28.6
28.4

Page  1 of 2

M-16-08

% Price Change

4 Week

12 Week

YTD

0.55

10.03

-0.97

% Price Change Relative to ss.p sao

4 Week

12 Week

YTD

6.39

21 .47

5,56

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

Dividend Yield

Annual Dividend

1,e5t.99 Payout Ratio

8.56 Change in Payout Ratio

05/22/2001 Last Dividend Payout I Amount

60.01 3 2 7 %

$0.90

0.00

0,00

10/25/2007 !  $0.22

EPS i n fo rm at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.21

1 .33

9.50

03/04/2008

Consensus Recommendations

Current (1 =Srrong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.00

1 .80

2.00

1 .87

EPS Growth Sales Growth

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

15.16 vs. Previous year

21.34 vs. Previous Quarter

1.60

46.94% vs. Previous Year

188.00% vs, Previous Quarter:

5 .98%

19.19%

Price Ratios ROE ROA

http://www.za cks .com/re se a rch/print.php? type =re port&t=CNL
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1.73

21.20

09/30/07

06/30/07

03/31 /07

8.7(3

6.99

09/30/07

06130107

03f31 f'O7

Quick Ratio Operating Margin

09i30!07

06!30i07

1.10 03!31./07

09!30/07

06f30/07

0.92 03/31/07

Pre-Tax Margin Book Value

09!30/07

06/30/07

12.76 03f31 /07

09/30/07

06/30/07

12.76 03/31/07

Price/Book

Price/Cash Flow

Price / Sales

CurrentRatio

09»'30/07
06/30/Q7

03/31/07

Net Margin

09/30/G7

06130/07

03/31/G7

Inventory Turnover

09/30!07

06/'30/07

03/31/07

Debt4o~Equity Debt to Captial

09/30/07

06/30/07

0.58 03/31/07

09,=30;07

06/80!07

0,68 0381 07

http://www.za cks .com/re se a rch/print.php? type =re port&t=CNL 1/17/2008
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Consolidated Edison, Inc. is one of the nation's largest investor-owned energy companies. The company provides a
wide range of energy~ related products and services to its customers through regulated utility subsidiaries and
competitive energy and telecommunications businesses.

General  informat ion
CONSOL EDISON
4 Irving Place
New York, NY 10003
Phone: 212460-4800
Fax: 212 475-0734
Web; www.conedison.com
Email; investor.conedison.com

Industry
Sector:

Fiscal year End
Last Repo>rted Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

ZAC KS

UTIL-ELEC PW R
Utilities

December
12./31 /07
05/08/2008

/12
4 2 7 8

52,90

42.46

0.49

2,809,663.50

46.68

[EDJ 30-Das Closivw Prims

§13F/ 44.0
43.5
43.0

48. o
47.$
47.0
46.5
46.0
45.5
4s. o
44.s

Page  1 of 2

02-oe-OB

% Price Change

4 Week

12 Week

YTD

.7.57

.7.39

-11 .22

<-4. Price Change Relative to sap 500

4 Week

12 Week

YTD

-2,72

1 ,48

-2.08

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Shop Ratio

Last Split Date

Dividend Information

271 .52 Dividend Yield

Annual Dividend

11,775.65 Payout Ratio

3.36 Change in Payout Ratio

07/03/1989 Last Dividend Payout / Amount

5.35%

$2.32

0.66

-0.11

NA / $0.00

EPS informat ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .03

3.20

3.20

05/08/2008

Consensus Recommendations

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.98

2.98

2.98

2.89

Sales Growth

Fundamental Rat ios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

13.53 vs. Previous Year

12.82 vs. Previous Quarter

4.27

-2.56% vs. Previous Year

-33.91% vs. Previous Quarter:

5.78%

20.13%

Price Ratios

Price/Book

ROE R O A

1.31 12/31107 10.83 12!31/07 3,45

http://www.zacks.com/research/print.php?type=report&t=ED 2/11/2008
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8.20 09/30/07
06/30/07

10.97

10.35

09/30!07

06/30!07

Price/Cash Flow

Price ! Sales

Current Ratio

12/31!07

0980/07

D7

Quiek Ratio Operating Margin

0.89
0.88

12/131 i07

09/30!07

06/30/07

O.75

0.75

12931107

09/30/07

06/3()/07

Net Margin Pre-Tax Margin Book Value

12/31 /07

09/30/07

06/30/07
10.5x

10.05

12/31 /07

09/30/07

06/30/07

10.51

10.05

12/31 /07

09/30/07

06/30/07

Inventory Turnover Debt-to-Equity Debt to Captial

12/31 /07

09/30/07

06/30;()7

16.42
16.15

12/31 /07

09/30/07

06/30/07

0.89

0.89

12/31}07

09./30,107

06!30;()7

http://www.za cks .com/re se a rch/print.php? type =re port&t=ED 2/11/2008
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DTE Energy is a Detroit-based diversified energy company involved in the development and management of energy
related businesses and services nationwide. Its largest operating units are Detroit Edison, an electric utility sewing
2.1 million customers in Southeastern Michigan, and MichCon, a natural gas utility sewing 1.2 million customers in
Michigan. Detroit Edison is the Company's principal operating subsidiary. Affiliates of the Company are engaged in
non-regulated businesses. including energy-related services and products

G enera l  In fo rm at i on
DT E ENERGY CO
2000 2nd Avenue
Detroit. MI 48226-1279
Phone: 3t3 235-4000
Fax: 313-235-8743
Web: www.dteenergy.com
Email: None

Industry
Sector

UTIL-ELEC PWR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31/07
03/10.-'2008

Price and Volume lnformaiion

Zacks Rank

Yesterday's Close

52 Week High

52 week Low

[DTE] 80-Dag Closing Prices

20 Day Moving Average

Target Price Consensus

1 ,494,765.88

v. Price Change

4 Week

12 Week

3.23
7.49

0.93

4.78%

Share information

Shares Outstanding
(millions)

Market Capita"zalion
(millions)

Short Ratio

Last Split Date

12-17-07 ax-xv as

% Price Change Relative to S&P 500
4 Week

12 Week

YTD

Dividend Information
163.71 Dividend Yield

Annual Dividend

7,263.99 Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount 12/13/2007 / $0.53

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.76

2.59

6,00

03/10/2008

Consensus Recommendat ions

Current (1=Slrong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

EPS Growth

14.80 vs. Previous Year

13.17 vs. Previous Quarter

Sales Growth

4.81% vs. Previous Year

84.75% vs. Previous Quarter

10.06°/¢
23.69%

http://www.zacks.com/research/print.php?type=report&t=DTE

.8

1/17/2008
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Price/Book

Price/Cash Flow

Price f Sales

1 .33

5.07

09/30107

06/30/07

03/31 ;07

09/30/07

10.02 0680/07

10.03 03/31!07

Current Ratio Quick Ratio Operating Margin

09130/07

06!30/07

03/31/Q7

0.94

1 .04

09,:30/07

06/30/07

03/31 /07

0.75

0.87

091'3G/97

Q6!30/07

03/31/07

Net Margin Pre-Tax Margin Book Value

09/30/07

G6/30/07

03/31/07

10.88

11.48

09/30/07

05/30/07

03/31/07

10.88

1 i.48

09/30/07

06/30/07

03/31 /07

Inventory Turnover Debt~to-Equity Debt to Captial

09/30407

06/30/07

03/31/07

4.91

4.63

09/30/07

08/30/07

03131107

1.17
1.19

D9!30!07

05/30/07

03/31/07

http://www.zacks.com/research/print.php?type=report&t=DTE 1/17/2008
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The Empire District Electric Company is an operating public utility engagedin the generation, purchase
transmission, distribution and sale ofelectricity in parts of Missouri, Kansas, Oklahoma and Arkansas. TheCompany
also provides water service to several towns in Missouri

General lrxfcvrmation
EMPIRE DiSTRlCT
602 Joplin Street
Joplin, MO 64801
Phone: 417 625-5100
Fax: 417 625-5173
Web: www.empiredistrict.com
Email: jwatson@empiredistrict.com

industry
Sector

UTIL-ELEC PWR
Utilities

Fiscal Year End
Last Reputed Quarter
Next EPS Date

December
12!31 /07
04/24/2008

l>rice and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

CEDE J  30-D419 C Los  in9 Pr~ ice :

20 Day Moving Average

Target Price Consensus

224,398.05

% Price Change

4 Week

12 Week

1.63

5.76

2.28

5.75%

Share Information

Shares Outstanding
(millions)

Market Capitalization
(miiiions)

Short Ratio

Last sum Date

01-11-08 02-as-os

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

Dividend Yield

Annual Dividend

746.89 Payout Ratio

Change in Payout Ratio

01/30//1992 Last Dividend Payout / Amount 11;28!2007 / $0.32

Eve Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

04/24/2008 90 Days Ago

0.15

1.40

Fundamental Ratios

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

Price/Bsok

EPS Growth

15.87 vs. Previous Year

21 .40 vs. Previous Quarter

Sales Growth

103.33% vs, Previous Year

101 .32% vs. Previous Quarter 32.49%

1 .41 12i3'5/07 6.70 12/31/07

http://www.za cks .com/re se a rch/print.php? type =re port&t=EDE 2/11/2008
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8.14 09/30107

.. 06/30i07

8.71 09/30/07

8.58 06/30/07

2.99

3.01

Quick Ratio Operating Margin

- 12/31/G7

0.89 09/30/07

0.94 06!30/07

. 12/31/07

0.58 09/30/07

0.59 06/30/07

8.50

8.52

Pre-Tax Margin Book Value

- 12/31/07

8.27 09/30/07

8.40 06/30/07

- 12/31/07

8.27 09/30/07

8_40 06/30/07

15.73

15.44

Price/Cash Flow

Price / Sales

Current Ratio

12131/07

0980/07

08/30/07

Net Margin

12/31/G7

09/30/07

06/30/07

Inventory Turnover

82/31/07

0980!07

06/30/Q7

Debt-to-Equity Debt to Captial

- 12/31 /07

5.23 09/30/07

4.75 06/30i07

. 12/31 /07

1 .13 09/30;07

1 _16 OGJSOZO7

53.06

53.62

http://www.zacks .com/re sea rch/print.php? type=repo1t&t=EDE 2/11/2008
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FE 74.24 v .1 .57 12141 ET(-2.07%) Vol. 1,142,983
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FirstEnergy Corp. is adiversified energy services holding company as the result of the merger of Ohio Edison
Company and Centerior Energy Corporation. FirstEnergy companies provide electricity and natural gas services and
a wide array of energy-related products and services. FirstEnergy's four electric utility companies, Ohio Edison and
its Pennsylvania Power subsidiary, The Illuminating Company and Toledo Edison, serve customers in northern and
central Ohio and western Pennsylvania. (Company Press Release)

General Information
FIRSTENERGY CP
76 South Main S&reet
Akron, OH 44308
Phone: 800 786-3402
Fax: .
Web; www.firstenergycorp.com
Email: turoskyk@firstenergycorp.com

industry
Sectors

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

T:

x1*&~r>x=s'x* §'§¥£3*i'§§ 1149; raws
ZA KS

December
12/31 !07
02/19/2008

UTIL-ELEC PWR
Utilities

,Q
75.81

78.51
57.83

0.41

1 ,845,050.75
77.94

[FEJ 30-Day Clog lm Prices

\ A
" \ .

.,..-.....,i

76.)
vs.0

van
74.v

vs. o

77.o

72.o

79.0

Page  1 of 2

12-17-07 01-16-08

% Price Change

4 Week

12 Week

YTD

2.72

14.73

4.80

% Price Change Relative to S&P s00

4 Week

12 Week

YTD

8,69
26,65
11,37

Share information

Shares Outstanding
(Millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

304.83 Dividend Yield

Annual Dividend

23,109.54 Payout Ratio

2.58 Change in Payout Ratio

Last Dividend Payout / Amount

2.64%

$2.00

c o o

0.00

11/05/2007 / $0.50

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.91

4.20

7.50

02/19/2008

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.88

1.75

1.75

2.00

Sales Growth

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

17.78 vs. Previous Year

18.18 vs. Previous Quarter

2.36

-4.96% vs. Previous Year

19.64% vs. Previous Quarter:

5.88%

16.13%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=FE
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2.67

8.90

09/30/07

06/30/07

03/3V07

15.11
15.38

09/30/87

06yg0/07

03/31 /07

Quick Ratio Operating Margin

09/30907

06/30/07

0.40 03!31!07

09/30/07

06/30/07

0.31 03/31/07

Pre-Tax Margin Book Value

09/30/07

06/30/07

18.31 03/31/07

09/30/07

06/30/07

18,31 03/31/07

Price/Book

Price/Cash Flow

Price .~' Sales

Current Ratio

09/30/07

06/30/07

08/31/07

Net Margin

09/30/07

06/30/07

03/31/07

inventory Turnover

09/30/07

06/30/07

03/31/07

Debt-to-Equity Debt to Captiai

09/30i07

06/30/07

7.86 03,-'31107

09!30!07

06/30507

1.01 03/31/07

http://www.zacks.com/research/print.php'? type=report8Lt=FE 1/17/2008
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Hawaiian Electric Industries, Inc. is a holding company with subsidiaries engaged in the electric utility, savings bank
freight transportation, real estate development and other businesses, primarily in the State of Hawaii, and in the
pursuit of independent power projects in Asia and the Pacific

Genera l  i n form at i on
HAW AIIAN ELEC
900 Richards Street
Honolulu. HI 96818
Phone: 808 5436662
Fax: 808 543-7966
Web: www.hei.com
EmaiI: shollinger@hei.com

Industry
Sector

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

9949? $99948 THE 9803
ACKS

December
12/31 /07
02/22/2008

UT IL-ELEC PW R
Utilities

42
22.30

27.42

20.25
0.60

287,359.31
22.2

/"~.

[HEl 30-Day C1osiy»9 Prices

.a

:X /\/"`

23.2

22.4
22.2

22.8

23.6

2s.o

23-4

22.0

22-5

Page  1 of 2

12-17-07 U1-16-08

% Price Change

4 Week

12 Week

YTD

.2,92

0.09

_2.06

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

2 7 2

10.49

2.37

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

83.04 Dividend Yield

Annual Dividend

Payout Ratio

12.70 Change in Payout Ratio

06/14/2004 Last Dividend Payout / Amount

1,851.81

5.56%

$1 .24

0.00

0.00

11/13/2007 / $0.31

EPS i n fo rm at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.32

0,98

4.50

02/22/2008

C o n s e n s u s Recommendat ions

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.20

3.20

3.20

3.60

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 12 Months;

PEG Ratio

EPS Growth

14.91 vs. Previous Year

24.24 vs. Previous Quarter

3.31

Sales Growth

-15.00% vs, Previous Year

61.90% vs. Previous Quarter:

-0.06%

12.10%

Price Ratios

Price/Book

ROE ROA

1.63 09/30/07 09330107

http://www.zacks.com/research/print.php?type=report&t=HE
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6.98 06/30/07

03/31/07

6.82

7.02

OB/30/07

03/3111G7

0.76

0.80

Price/Cash Flow

Pr%ce / Sales

Current Ratio

09/30/07

06/30/07

03x31 /07

Quick Ratio O pe ra ting  Ma rg in

0.24

0,24

0980/07

06/30!07

03/31 /07

0.24

0.24

09/30/07

0680/87

O3f31 /07

3,10

3.27

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/G7

03/31/07

3.77

4.60

09f30/07

06/30/07

03!f31 /07

3.77

4.60

09/30/07

06/30/07

03/31/07

13.70

13.52

Inventory Turnover Debt-to-Equity Debt to Captial

09/30;07

06;30/07

0381407

09/30/07

06/30/07

03/31 i07

1.09
1.11

09/30107

06/30;07

03!31;07

52,79

53.30

http://www.za cks .com/re se a rch/print.php? type =re port&t=HE 1/17/2008
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Zacks.com Quotes and Research

IDA 33.93 (-(3.47%) Vol. 219,400

ldaoorp Inc. is an electric public utility company. The company is engaged in the generation, purchase, transmission,
distribution and sale of electric energy primarily in the areas including southern Idaho, eastern Oregon and norther
Nevada. The company relies heavily on hydroelectric power for its generating needs and is one of the nation's few
investor-owned utilities with a predominantly hydro base. The company's principal commercial and industrial
customers include lodges, condominiums, and ski lifts and related facilities.

G enera l  In fo rm at i on
IDACORP INC
1221 West Idaho Street
Boise, ID 83702-5627
Phone: 208 388-2200
Fax; 208 388-6916
Web: www.idacorpinc,com
Email: LSpencer@idacorpir\c.com

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

IDACORP INC HLDG co

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

4 . ZACKS
l5'§¥<1'F~i'¥' §=@=wrv\' 'we zrzWs

December
12/31 /07
02/14/2008

UTIL-ELEC PW R
Uiilines

128
34.09

38.39
30.07

0.80
416,759.00

35.67

(NYSE)

v~0,¥6

[IW] 30-Dw ¢losin9 Prims

0l-15-08'

136.5

l:¢s.o

Iss.s

l35.o

b4.s

la4.o

P ag e  l o f 2

12:46 ET

I

% Price Change

4 Week

12 Week

YTD

-1.59

3.46

-3.21

% Price Change Relative to sa.p 500

4 Week

12 Week

YTD

4.13

14.21

1.95

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend information

44.99 Dividend Yield

Annual Dividend

1,533.88 Payout Ratio

12.36 Change in Payout Ratio

N/A Last Dividend Payout / Amount

3.52%

$1 .20

0.00

0.00
11!01!2007 / $0.30

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.21

1 .82

5.00

02/14/2008

Consensus Recommendations

Current (1=Slrong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.25

3.25

3.25

3.25

Sales GrowthEPS Growth

15.76 vs. Previous Year

16.63 vs. Previous Quarter

3.15

-14.47% vs. Previous Year

54.76% vs. Previous Quarter:

13.42%

22.31 %

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE RO A

http://www.za cks .com/re se a rch/print.php? type =re port&t=IDA 1/17/2008
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1 .28

6.57

09/30/07

06/30/'07

03/31/07

7,84
8.26

09/30!07

06!30,/07

03/31 £07
2.60

2.73

Price/Book

Price/Cash Flow

Price .»' Sales

Current Ratio

09/30/07

06/30/07

03/31 /07

Quick Ratio Operating Margin

09i30/07

06/30/07

0.84 03!31i07

09/30/07

08/30/07

0.67 03/31/07

10.39

11.20

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31/07

09/30/07

08/30/07

12.51 03131/07

09/30/07

06/30/07

12.51 03/31/07 26.59

Inventory Turnover Debt-to-Equity Debt to Capital

09/30/07

06fg0,

03/31107 5.74

09/30/07

06/30/07

03:'31!07 0,91

09/30;07

06/30!07

03/31/07 47.65

http://www.za cks .com/re se a rch/print.php? type =re port&t=IDA 1/17/2008
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12:55 ET33.75 v-0.88MGEE (4.54%) Vol. 41,499

Zacks.com Quotes and Research

Zacks .corn

MGE Energy is a public utility holding company. Its principal subsidiary, MGE, generates and distributes electricity to
more than 128,000 customers in Dane County, Wisconsin (250 square miles) and purchases, transports and
distributes natural gas to nearly 123,000 customers in seven south-central and western Wisconsin counties (1 ,375
square miles). (Press Release)

Genera l  tn i o rm at i on
MGE ENERGY INC
133 South Blair St
Madison, Wt 53703
Phone: 608 252-7000
Fax: 608252-7098
Web: www.mge.com
Email: investor@mgeenergy.com

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

P'rice and Volume Information

Zacks Hank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

A

s241<»F;~ta==auaa T548 $3RiX1*'3

December
12/31 /07

UTIL-ELEC PWR
Utilities

12
34.63
37.24
29.40
0.77

78,56640
NJA

:I
/

t

8.5 CHGEEJ $9-Dey Closing Prices 2

M
'~J

se.s

57.5

34.0

37.o

be. 0

ss.s

35. a

s4.s

Page  1 o f 2

12- 17-07 01-l6~08

% Price Change

4 Week

12 Week

YTD

-2.97

4.21

-2.37

% Price Change Relative to S8.P 500

4 Week

12 Week

YTD

2.67

15,04

3.33

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend Information

21 .87 Dividend Yield

Annual Dividend

757.82 Payout Ratio

21 .30 Change in Payout Ratio

02521/1996 Last Dividend Payout ! Amount

4_10%
$1 .42
0.00
0.00

11/28/2007 / $0.35Last Split Date

EPS l r t fo rm at i cn

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Consensus Recommendations

N/A Current (1=S1rong Buy, 5=Strong Sell)

N/A 30 Days Ago

N/A 60 Days Ago

N/A 90 Days Ago

3.00

0.00

0.00

0.00

EPS Growth

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

- vs. Previous Year

14.99 vs. Previous OuaNer

Sales Growth

14.52% vs Previous Year

51 .06% vs. Previous Quarter:

5 .13%

5.21 %

Price Ratios

Price/Book

ROE RO A

1.79 09/30/07 09/30/07

http://www.zacks.com/research/print.php?type=report&t=MGEE
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Price/Cash Flow

Price / Sales

9.63 06/30/07

03/31/07
12.31

12,06

06/30!07

03231587

Current Ratio Quick Ratio Operating Margin
09/30,=07

06/30!07

D3/31 /GO

0.80
1 .oh

09/30/07

06/30/07

03/31 /07
0.49
0.69

09/30/07

06!'30/07

os/31 /07

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31 /07

14.47

13.84

09/30/07

06/30/07

03/31 /07

14.47

13.84

09/30/07

OS/30/07

03/31/07

Inventory Turnover Debt-to~Equity Debt to Captial

G9/30/07

07

03/31107

6.03
5.96

09/30/07

06/30m7

03/31 /07

0.55

0.58

09/30/07

06/30!07

03/31 /07

http://www.za cks .com/re se a rch/print.php? type =re port&t=MGEE 1/17/2008
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NiSource Inc., formerly NIPSCO Industries, Inc., is an energyand utility-based holding company headquartered in
Merrillville, Indiana, that provides natural gas, electricity and water to the public for residential, commercial and
industrial uses. NiSource operating companies deliver energy to millions of customers located within the high
demand energy corridor stretching from the Gulf Coast through the Midwest to New England

Genera l  l n fzxm at i on
n 1 s o U R c E  IN C
801 East 86th Avenue
Merrillville. IN 46410
Phone: 877 S47-5990
Fax: 219-647-5589
Web: www.nisource.com
Email: questions@nisource.com

Industry
Sector

UT\L-ELEC PWR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31/07
05/0812008

Price Ami Va¥ume Entormaiian

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

[NI] 30-Dag Closing Pl"\:i.c¢s 3
1

20 Day Moving Average

Target Price Consensus

2,779,183.00

l12-l18-D8

% Price Change

4 Week

12 Week

3.48

3.34

1,69

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

7° Price Change Relative to S&P 500
4 Week

12 Week

YTD

Dividend information

274.17 Dividend Yield

Annual Dividend

5,091 .38 Payout Ratio

Change in Payout Ratio

02/23/i 998 Last Dividend Payout / Amount 01/29/2008 I$0.23

EPS In fo rm at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Repel Date

0.81

1 .at

2.80

05/08/2008

Gcmsensus Reccsmmenciations
Current (1=Siroreg Buy, 5=Strong Sell)

BG Days Ago

60 Days Ago

90 Days Ago

Fursdamerstaf Ratios

EPS Growth Sales Growth

14.15 vs. Previous Year

13.56 vs. Previous Quarter

vs. Previous Year

437.50% vs. Previous Quarter

r'
DCurrent FY Estimate

Trailing 12 Months

PEG Ratio

259.40

Price Ratios

Price/Book 1.02 12/31/07 7.48 12/31/07

http://www.zacks.com/resea rch/print.php '? type=report&t=NI 2/11/2008
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Price/Cash Flow

Price / Sales

5.36

0.92

09130/07

06/'30/07

7.47

7.66

09/30/0

06/30f07

2.13

2.17

Current Fiatio Quick Ratio Operating Margin
12/31 /07

09/3 OIG?

06430/07

0.84
0.66

12/31 /GO

09i30;07

06/30/'07

0.50
0.53

12/31/07

09/30/07

06/30/07

6,86

7.09

7.20

Net Margin Pre-Tax Margin Book Value

12/31/07

09/30/07

06/30/G7

10.02

10.50

12/31/07

09!30/07

08/30/07

10,02

10,50

12/31 /07

09/30/07

06/30/07

18.25

18.52

inventory Turnover Debt-to-Equity Debi to Captial

42/31/07

09,f30/07

06/30/07

7.20
7.37

12/31/07

09/30/07

06/30!07

1.18
1.01

12/3 t 107

09!3();07

06/30/07

54.21

5024

http ://www . backs .com/research/print.php ?type=repo1t&t=NI 2/11/2008
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NSTAR was formed through a merger of BEC Energy and Commonwealth Energy System. The company
headquartered in Boston, Massachusetts provides regulated electric and gas utility services and is also engaged
i telecommunications and other non-regulated activities. NSTAR, through its subsidiaries, Boston Edison Company
Cambridge Electric Light Company, Commonwealth Electric Company and Commonwealth Gas Company, serves
approximately 1.3 million customers throughout Massachusetts. (Press Release)

Genera l  In form at i on
NST AR
800 Boylston Street
Boston. MA 02199
Phone: 617 4242000
Fax: 617 424~4032
Web: www.nstaronline.com
Email: ir@nstar.com

industry
Sector

UT IL-ELEC PW R
umunies

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12!31/07
04/24/2008

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

[NST] 39-Day Closing Prices

20 Day Moving Average

Target Price Consensus

609,503.50

% Price Change

4 Week

12 Week

8.82
7.11

11.26

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

01-11-08 D2-08-08

78 Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

106,81 Dividend Yield

Annual Dividend

3,432.81 Payout Ratio

5.59 Change in Payout Ratio

06/06/2005 Last Dividend Payout / Amount 01,/08/2008 / $0.35

EFS lnformai iora

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.48

2.23

6 2 0

04/24/2008

C ons ens us  R ec om m enda t i ons

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

Current FY Estimate

Traéiing 12 Moths
PEG Ratio

Price Ratios

EPS Growth

14.43 vs. Previous Year

15.45 vs. Previous Quarter

8

53.16°/> vs. Previous Quarter

Sales Growth

vs. Previous Year 6.82%

http://www.za cks .com/re se a rch/print.php? type =re port&t=NS T
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Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

12i31 /GO

09/30/07

05/30/07

2.02

6.02
1 .05

0.72

0.72

Net Margin
12/31/07

09/30/07

06/30107

10.58
9.77

Inventory Turnover

12/31/07

09/30/07

06/30/07

Quick Ratio

1281 /07

09/30/07

06/30 07'

Pre-Tax Margin

12/31/07

09/30/07

06/30/07

Debt-to-Equity

12/31 /07

09/30/07

06/30/07

12f31 /07

09/30/07

06/30/07

18.09

19.22

13.31 12/31/07
13.53 09/30907

13.31 06/30/07

Operating Margin
12/31/07

0.63 09/30/07

0.65 06/30/07

Book Value
12/31/07

10,58 09/30/07

9.77 05/30/07

Debt to Captiai
12/31/07

1.01 09/30 07
1.04 06./30/07

http://www.za cks .com/re se a rch/print.php? type =re port&t=NS T 2/11/2008
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Zacks .com

General Information
PNM RESOURCES
Alvarado Square
Albuquerque, NM 87158
Phone: 505 241 -2700
Fax: 505 241 -4311
Web: wwwpnmresources.com
Email; None

PNM Resources is an energy holding company based in Albuquerque, New Mexico. Its principal subsidiary is Public
Service Company of New Mexico, which provides electric power and natural gas utility services to more than 1.3
million people in New Mexico. The company also sells power on the wholesale market in the Western U.S.

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Bela

20 Day Moving Average

Target Price Consensus

a*m>r=:'r*9:>m THE 9998

December
12;31 /07
02i12/2008

UTIL-ELEC PWR
Utilities

20.14

34.28

18.75

089
1 ,421 ,115.00

24.33

4.

12-17-07

\

[PNHJ 38-Dos Closing Prices

V
:"s

4:. 41

1.

20.s

22.5

20.0

is. U

22.1

21.0

21.5

19. a

19.5

Page  1 of 2

% Price Change
4 Week

12 Week
YTD

-10.29
-14.81
- a n

% Price Change Relative to S&P 500
4 Week

12 Week

YTD

-5.08

_595

-5.36

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend information

76.78 Dividend Yield

Annual Dividend

1,546.29 Payout Ratio

10.36 Change in Payout Ratio

06/14/2004 Last Dividend Payout / Amount

4.57%

$0.92

0.00

0.00

10!30/2007 / $0.28

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.31
1 .27

8.50

02/12/2008

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.43

2.71

2.57

2.57

EPS Growth Sales Growth

-34.92% vs. Previous Year

215.38% vs, Previous Quarter:

Fundarneniai Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

11.63 vs. Previous Year

13.89 vs. Previous Quarter

1.37

-3.19%

8.40%

Price Ratios

Price/Book

ROE ROA

0.90 09/30/07 09i30!07

http://www.zacks .com/res earch/print.php? type=report&t=PNM
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5.04 06/30/07

- 03/31/07
6.49

7.59

05/30!07
G3/31107

1.85

2.06

Price/Cash Flow

Price ! Sakes

Current Ratio
c9/2»0f07
06/30!07

03/31 /07

Quick Ratio Operating Margin
- 0gfg0)07

0.40 06/30/07

0.58 03!31 /07
0.36

0.53

09130/07

06./'30/D7

03/31 /07

4.46

4.92

Net Margin Pre-Tax Margin Book Value

(39/30/07

06/30/07

o3/31 /07

- 09x30/07

4.02 06/sa/07

6.15 0381 /07

4.02
6.15

09/30/07

06/30/07

03/31 /07
22.26

22.51

Inventory Turnover Debt-to-Equity Debt to Captial
09/30i07
06/30!07

0381 f'07

- 09/30/07
27.13 06i30/07

26.05 03/31 /07
0,72

0.89

09/30/07

06/30/07

03i31 /07

41 .79
46.85

http://www.za cks .com/re se a rch/print.php? type =re port&t=P NM 1/17/2008
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Pinnacle West Capital is engaged, through its subsidiaries, in the generation, transmission, and distribution of
electricity and selling energy, products and services, in real estate development, and in venture capital investment
its primary subsidiary is Arizona Public Service Company. The company's other subsidiaries include SunCor, El
Dorado, APSEnergy Services and Pinnacle West Energy

Genera!  Information
PINNACLE WEST
400 North Fifth Street
P.O. Box 53999
Phoenix. AZ 85072-3999
Phone: 602 2504000
Fax: 502 250-2789
Web: www.pinnaclewest.com
Email; elisa.malagon@pinnaclewest,com

Industry
Sector

UT IL-ELEC PW R
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

g

December
12/31 /07
04/23/2008

Price and Volume irafarmaiion

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

EPNHII 30-Dag C14:»sing Prices

20 Day Moving Average

Target Price Consensus

941,397.13

93 Price Change

4 Week

12 Week

12.07

13.38
12.38

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

01-11-08 02-08-08

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

100.39 Dividend Yield

Annual Dividend

3,730.31 Payout Ratio

9.46 Change in Payout Ratio

Last Dividend Payout / Amount 01/30/2008 / $0.52

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate
Estimated Long-Term EPS Growth Rate

Next EPS Report Date

one

2.63

6.70

04/23/2008

Consensus W ecommendaiions
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

E30 Days Ago
90 Days Ago

Fundamental Ratios

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

EPS Growth

14.14 vs. Previous Year

12.99 vs. Previous Quarter

Sales Growth

8 vs. Previous Year

98.41% vs. Previous Quarter 37.05%

http://www.zacks .com/re sea rch/print.php? type=report&t=P NW
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Price/Bcxok

Price/Cash F!Gw

Price .»' Sales

1 .04 12/31 /07

5.27 09/30!07

1.06 06/30/07

8.30 12i31/07

8.29 09!30f07

8.20 06/30i07

2.58

2.56

2.50

Current Ratio Quick Ratio Operating Margin

i2i31 !07

09/30/07

06/30/07

- 12/31 /07

0.82 09!30!07

O.78 06/30./07

_ 12!31!07

0.58 09/30/07

0.65 06/30/07

8.19

8.24

8.35

Net Margin Pre-Tax Margin Book Value

12/31 /07

G9/30/07

06/30/G7

- 12931 /07

12.81 09/30/07

13.02 06/30/07

- 12/31/07

12,81 09/30/07

13.02 06/30/07

35.58

34.15

Inventory Turnover Debt-to-Equity Debt to Captial

12/31/07

09/30:»07
06/30/07

_ 12/31/07

8.92 09/30/07

9.1 'I 06/30!07

. 12!31/07

0.90 09f30/07

0.94 0930! 07

47.51

48.57

http://www.zacks .com/re sea rch/print.php? type=repo1t&t=P NW 2/11/2008
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Genera l  In form at i on
PPL CORP
Two North Ninth Street
Allentown. PA 18101-1179
Phone: 610 774-5151
Fax: 610 774~5106
Web: www.pplweb.com
Email: invrel@pplweb.com

PPL Corporation is an energy and utility holding company. PPL controls about 11,500 megawatts of generating
capacity in the United States, sells energy in key U.S. markets and delivers electricity to customers in Pennsylvania
the United Kingdom and Latin America

industry
Sector

Fiscal Year End
Las! Reported Quarter
Next EPS Date

Pr i ce and Vo l um e In form at i on

ZacW Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

£8*~iV£i8 88;14 T R88 M Qc:8

December
12/31 /07
05/08/2008

UTIL-ELEC PW R
Utilities

X

46.41
5523
36.46

0.37
2,679,921.00

58.44

i f

".
3

[PPL] 30-Den Closing Prices

52.o
s1.o

53. 0

ss.o
54.0

Page 1 of  2

01-11-08 02-08-08

% Price Change
4 Week

12 Week
YTD

.14.17

-5.57

~10.90

% Price Change Relative to S&P 500
4 Week

12 Week
YTD

-957
3.46

-1 .73

Share information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Last Split Date

Dividend information
372.20 Dividend Yield

Annual Dividend
17,273»62 Payout Ratio

225 Change in Payout Ratio

08/25/2005 Last Dividend Payout / Amount

2 6 3 %

$1 .22

0.47

0.00

12/06/2007 / $0.31

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.68

2.42

10.30

05/08/2008

C ons ens us  R ec om m enda t i ons

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.78

1.67

1.67

1.89

Sales Growth

Fundam enta l  Rat i os

PIE

Current FY Estimate:

Traiiirzg 12 Months:

PEG Ratio

EPS Growth
t9.17 vs. Previous Year

17.85 vs. Previous Quarter

1.86

27.66% vs. Previous Year

-16.67% vs, Previous Quarter:

-6.84%

-8.91 %

ROE ROAPrice Ratios

Price/Book 3.45 12:*31 /07 19.12 12/31!07 5.04

http://www.zacks.com/research/print.php?type=report&t=PPL

ZAC KS

2/11/2008
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Price/Cash Flow

Price / Sales

10.99

2.St

09/30/07

06/30/07

18.35

17,23

09/30/07

0680107

Current Ratio Quick Ratio Operating Margin

12/31!07

09/som7

G6/30./07

1.31
1.34

12/31 /07

09/30/07

OS!3D/07

1,20

1.23

12/31107

09/30/07

06/30/07

Net Margin Pre-TaxMargin Book Value

12/31/07

09/30/07

OS/30/07

18.67

16.46

12/31/07

09/30/07

06/30/07

18.67

16,46

2/31 /07

09/30/07

06/30/07

Inventory Turnover Debt-to-Equity Debt to Captial

12/31/07

09/30/G7

0680/07

6.64

7.26

12/31 /07

09/30;07

06/30/07

1.39

1.27

12/31 /07

09/30!07

06130807

http://www.zacks .corn/re sea rch/print.php? type=report&t=P P L 2/11/2008
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CP & L Energy, Inc. is primarily engaged in the generation, transmission,distribution and sale of electricity in portions
of North and South Carolina and Florida and the transmission, distribution and sale of natural gas in portions of
North Carolina, The company provides these and other services through its business segments: electric, natural gas
and other

General  i rxfc rmat ian
PROGRESS ENERGY
410 S<Juth Wilmington Street
Haleigh, NC 27601.1748
Phone: 919 546-6111
Fax; 919 546-2920
Web: www.progress-energy.com
Email: investor.relations@pgnmail.com

!rldustry
Sector

UTIL-ELEC PWR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

De c e m be r
12/31/07
02/14/2008

pr i c e  and Vo l um e i n fo rm at i on

[PGN] S0-Dog Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

£3

20 Day Moving Average

Target Price Consensus

1,089,392.88

M, Price Change

4 Week

12 Week

1 7 1

4 4 2

L 4 0

% Price Change Relative to s&p 500

4 Week

12 Week

YTD

5.15%

Share Information

Shares outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend lniormation

259.20 Dividend Yield

Annual Dividend

12,376.90 Payout Ratio

Change in Payout Ratio

02i01/1993 Last Dividend Payout / Amount 01/08/2008 ll $0.62

EPS In fo rm at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.51

2.86

5.20

02/14/2008

Consensus  Reccxmmerxdat i cns

Current (1=Strong Buy, 5=Sirong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

¥urldamerstal ¥latios

EPS Growth

15.77 vs. Previous Year

15.86 vs. Previous Quarter

l lto

105.08% vs Previous Quarter

Sales Growth

vs. Previous YearCurrent FY Estimate

Trailing 12 Months

PEG Ratio

28.84%

P rice  Ra tios

Price/Book 1.47 09/30/07 09/30/07

h ttp ://www.za c ks .c o m /re s e a rc h /p rin t.p h p ? typ e =re p o rt&t=P G N

ACKS

1/17 /2008
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Price/Cash Flow

Price Sales

6,88 06/30/07
03/31/07

9.19

8.36

06/30/07

03/31 /av
2.97

2.68

Current Ratio Quick Ratio Operating Margin
0gjg0/07

06,'30/07

03/31/07

1.10
0,95

09/30!07

06!30/07

031'31 .»'07

0.79

0.60

09/30107

OB/30/07

03/31 !07

7.60

6.96

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03131 /07
10.83

9.61

09/30/07

06/30/07

03/31 /07

10.83
9.61

09/30/07

06/30/07

03/31 /07

32.54

31 .95

Inventory Turnover Debt-to-Equity Debt to Captia!

09/30/07

06/30!07

03/31/07

4.88

4.90

09/30/07

06/30i07

03/3W07

1.09

1.02

09/30/07

06/30/07

03/31 /of

52,06

50.42

http://www.za cks .com/re se a rch/print.php? type =re port&t=P GN 1/17/2008
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Genera l  i n form at i on
SCANA CORP
1426 Main Street
Columbia. SC 29201
Phone: 808 217-9000
Fax: 803 748-2344
Web: www.scana.com
Email: None

SCANA Corporation is an energy-based holding company whose businesses include regulated electric and natural
gas utility operations, telecommunications and other non-regulated energy-related businesses. SCANA?s
subsidiaries serve electric customers in South Carolina, North Carolina and Georgia

Industry
Sector

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

A

s2sm}=:T 98992 ram meas

December
1 za1707
02/12/2008

UTIL-ELEC PWFI
Utilities

412
40.49

45,49

32,93
0.39

582,665.68
43

.12-17-0z-°

[S¢GJ 30-D49 Closing Price:

~»,

.,./.

. . .  "
<

43.9

42.5

4315

Page  1 of 2

01-l6~l8

% Price Change

4 Week

12 Week

YTD

-4.91

2.33

-3.94

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

0.62

12,96

4.66

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

116.87 Dividend Yield

Annual Dividend

4,723,77 Payout Ratio

2 0 1 Change in Payout Ratio

05/26/1995 Last Dividend Payout / Amount

4.35%

$1 .76

0.00

0,00

12;08/2007 !  $0.44

EPS i n fo rm at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.71

2.70

5.00

02/12/2008

Consensus Recommendat ions

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.83

2.60

2.60

2.67

Sales Growth

Fundam enta l  8a¥ios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

18.99 vs. Previous Year

15.45 vs. Previous Quarter

2.80

3.95% vs, Previous Year

68.09% vs. Previous Quarter:

1 .60%

7.15%

Price Ratios
Price/Book

ROE ROA
1 .61 09/30/07 09i30!07

http://www.zacks .com/re sea rch/print.php? type=report&t=S CG

ZACKS
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Price/Cash Flow

Price I Sales

6.97 06/30/07
03/'31/07

10.55 06/30/07

10.55 03/31/07
3.14

3.14

Current Ratio Quick Ratio Operating Margin
09!30;07

06/30/07

03/311'07

0.81
0.84

09/30/07

06/30/07

03131 /G7

0980/07

0.49 06130/07

0.53 03;31/07
6.61
6.57

Net Margin Pre-Tax Margin Book Value
09/30/07

06/30/07

03/3w07

9.44

8.91

09/30/07

06/30/07

03/31 /07

09/30/07

9.44 06/30/07

8.91 03/31 /07

25.11

24.81

Inventory Turnover Debt-to-Equity Debt to Captial

09/30/07

06/30!07

03/31 /O7

7.02

7.17

09/30/07

06/30i07

03131/07

09J30)07

1 .01 06/30/07

1 .02 0381 /07

49.28
49.66

http://www.zacks .com/re sea rch/print.php'? type=report&t=S CG 1/17/2008
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Southern Energy acquires, develops, builds, owns and operates power production and delivery facilities and
provides a broad range otenergy-related services to utilities and industrial companies in selectedcountries around
the world. Souther Energy businesses include independent power projects, integrated utilities, a distribution
company, and energy trading and marketing businesses outside the southeastern United States

Industry
Sector:

G enera l  i n fo rm at i on
SO UT HN CO MPANY
30 Ivan Allen Jr. Boulevard. N.W
Atlanta. GA 30308
Phone: 404 506-5000
Fax; .
Web; www.southemcompany.com
Email: investors@southemcompany.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

§?*¥*2£E.$'¥¥iiF£2?JT nzasmfzzm
AC KS

December
12/31 /07
04/24/2008

UTIL-ELEC PW R
Utilities

424
35.75

40.60

33.16

0.40

5,707,479.00

37,78

" -

as CSO J 8 U-D09 ULos in Pa- ices

2905
39» s
38.5
ea. o
3795
37. n
$6.5
$6.0
$5.5

4o.5
40.»

Page  1 of 2

C l - l l - 0 8 02- os~ 08

% Price Change

4 Week

12 Week

YTD

-10.09

.3.43

-7.74

% Price Change Relative to sap 500

4 Week

12 Week

YTD

-5.38

5.81

1.76

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

759.48 Dividend Yield

Annual Dividend

27,151 .38 Payout Ratio

4.39 Change in Payout Ratio

03/01 /1994 Last Dividend Payout ! Amount

4.50%

$1 .61

0.72

0,00

01/31/2008 ,I $0.40

EPS i n fo r m at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.45

2.31

4.60

04/24/2008

Consensus Recommendations

Current (1 =S1ror\g Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.53

2.57

2.57

2.72

Sales Growth

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

15.50 vs. Previous Year

15.96 vs. Previous Quarter

3.37

8.00% vs. Previous Year

-72.73% vs. Previous Quarter:

5 .96%

-30.88°/>

Price Ratios

Price/Book

ROE ROA

2.19 12/31/07 14,24 12/31/07 8.83

http://www.zacks .com/re sea rch/print.php'? type=report&t=S O

Z
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8.82

1 .77

09/30/07

06/30/07

14.26 09/30/07

14.51 G6i30!07

Price/Cash Flow

Price I Sales

Current Ratio

12!31 ;07

09/30i07

06/30./07

Quick Ratio Operating Margin

0.89

0.87

12/31 my

09!30 07

06!30!07

12i31!07

0.65 09;30107

0.60 06/30/07

Net Margin Pre-Tax Margin Book Value

-I2/31 /DO

09/30/07

06/'30/07

17.18

17.08

12/31 /07

09/30/07

06/38/07

12/31/07

17,18 09/30/07

17.08 06/30/07

inventory Turnover Debt-to-Equity Debt to Captiai

12/31/07

09i30/07

06!30!g7

5.42

5.45

12/31/07

09/30/07

06/30/07

12i31/07

1 .12 09130:'07

1 .19 06530/07

http://www.zacks .com/re sea rch/print.php? type=report&t=S O 2/11/2008
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G enera l  i n fo rm at i on
T ECO ENERGY
702 N. Franklin Street
Tampa, FL 33602
Phone: B13-228-1111
Fax: 813-228-1670
Web: www.tecoer»ergy.com
Email: investorrelations@tecoenergy.com

TECO Energy, Inc. is a diversified, energy-related holding company. Its principal businesses are Tampa Electric
Peoples Gas, Florida's largest natural gas distributor, TECO Power Services, an independent power company
TECO Transport, a river and ocean transportation company, TECO Coal, producer at coal and synthetic fuel, and
TECO Solutions, an energy services/engineering company. (Company Press Release)

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

§8*¥'v'§S» 2 T 1483.8 we to: £4

ZA KS

December
12i31 /07
05/06/2008

UTIL-ELEC pwFz
Utilities

119
16,22

18.58
14.84

0.68
1,986.913.38

17.72

~/\,

*"¢

,./'

17.6
17.4
17.2
17.9
16:8
16.6
16.4
18.2
as.s
1s.s
1s.6

P age  1 of 2

. 01-11-08 oz- 0e- Os

°/o Price Change
4 Week

12 Week

YTD

-5.92

-5.15

-5.75

% Price Change Relative to S&P 500

4 Week

to Week

YTD

-0.99

8.93

3.95

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend Information

210.68 Dividend Yield

Annual Dividend

3,417.20 Payout Ratio

6.43 Change in Payout Ratio

08/31 /1993 Last Dividend Payout ! Amount

4.81 %

$0.78
0.75

-0.01
11/13/2007 / $0.19Last Split Date

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.22

1 .05

7.30

05/06/2008

Consensus Recommendations

Current (1=Sirong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.00

2.71

2.71

2,71

EPS Growth Sales Growth

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 12 Months;

PEG Ratio

15.49 vs. Previous Year

15,60 vs. Previous Quarter

2.11

11.11% vs. Previous Year
-47,37°/Q vs. Previous Quarter:

3.89%

-18.30%

Price Ratios

Price/Book

ROE ROA

1.83 12/31/07 12,01 12/31/07 3.01

http://www.zacks.com/research/print.php?type=repon&t=TE

C

f
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Price/Cash Flow

Price / Sales

6.85

0.97

09/80/07

06130/07

11.86 09/30!07

12.07 06130/87

2.93

2.88

Current Ratio Quick Ratio Operating Margin
12931507

0980/07

06/30/07

1.35

1.24

12/131107

09/30/07

06/30/07

12/31 07

1.11 09/30107

0.99 G6/30/07

6.17
6.08
6,i5

Net Margin Pre-Tax Margin Book Value
12/31 /07

09/30/07

06/30/07

9.04

9.12

12/31 /07

09/30/07

06/30107

12/31/07

9.04 09/30/07

9.12 06/30/07

8.88

8.67

lnvenlcry Turnover Debt-to-Equity Debt to Captial
12/31 /07

0980107

06/30!07

15.82

14.95

12/31 /07

09/30/07

06/30/07

12/31/07

1 .85 09!30.-107

1 .90 06/30/07

64.89

65.57

http://www.za cks .com/re se a rch/print.php? type =re port&t=TE 2/11/2008
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UIL Holdings Corporation is the holding company for The United Illuminating Company and United Resources
United Illuminating Company is aNew Haven-based regional distribution utility that provides electricity and energy
related services to customers in municipalities in the Greater New Haven and Greater Bridgeport areas.(PR)

Genera!  In form at i ca
UIL HOLDINGS CP
157 Church Street
New Haven. CT 06506
Phone: 203 499~2000
Fax: 203 499~2414
Web: www.uil.com
Email: Susan.AIIen@uinet.com

indus try UT IL-ELEC pwFl

Fiscal Year End
Last Reported Quarter
Next EPS Date

12/31407
02/19/2008

Price and Volume Information

EUILJ 30-Day Closing Prices

Yesterday's Close

52 Week High

20 Day Moving Average

Target Price Consensus

136,190.50

Price Change % Price Change Relative to sap 500

6.16
-5.33

17.19

2.31

12 Week

YTD

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Dale

12 Week

YTD

Dividend information

25.16 Dividend Yield

Annual Dividend

880.10 Payout Ratio

11.49 Change in Payout Ratio

07/05/2006 Last Dividend Payout / Amount

4.94%

$1 .73

0.00

0.00

12!03/2007 !  $0.43

C ons ens us  R ec s m m enda l i nns

0.23 Current (1=Strong Buy, 5=Strong Sell)

1.74 30 Days Ago

- 60 Days Ago

02/19/2008 90 Days Ago

2.33

2.33

2.33

2.33

EPS Growth Sales Growth

17.32 vs. Previous Year

22.00 vs. Previous Quarter

19.74°/> vs. Previous Year
139.47% vs. Previous Quarter:

2 .58%

23.60%

EPS i n fo r m at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Esrimaie

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 82 Months:

PEG Ratio

Price Ratios

Price/Book

ROE ROA

1 .90 09/30/07 09/30/07

http://www.za cks .com/re se a rch/print.php? type =re port&t=UIL 1/17/2008
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Price/Cash Flow

Price J Sales

6.21 06/30/07
03/31/07

8.69 06;30!07

7.67 03-'3l1;'07

2.37

2.16

Current Ratio Quick Ratio Operating Margin
09/3a/07

06/30107

03/31 /G7

1.18
1.02

09/30/07

06/30!07

03/31 /07

09i30!07

1 .16 06!30/07

1.01 03/31 /07

4.70

4.26

Net Margin Pre-Tax Margin Book Value

G9/30/07

06/30/07

03!31/07

18.20

18.31

09!30/07

0680/07

03/31 /07

09/30/07

1820 06/30/07

18.31 03/31/07

18.45

18.01

inventory Turnover Debt-to-Equity Debt to Capital

09/30007

06!30!07

03/31/07

181 .28
205.45

09130/07

06/30i07

03/81 X07

- 09»130107
1 .09 06i30/'07

0.89 03/31/'07

52.07
47,16

http://www.za cks .com/re se a rch/print.php? type =re port&t=UIL 1/17/2008
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Web: www.vectren.com
Email: sschein@vectren.com

Industry
Sector

Fiscal Year End
Last Reported Quarter
Next EPS Date

Vectren Corp., through its regulated subsidiaries Indiana Gas and SIGECO, offers gas and/or electricity to
customers in adjoining service areas that cover nearly two~thirds of Indiana. Vectren's non-regulated subsidiaries
currently offer energy-related products and services, including energy marketing, fiber-optic based communication
services, and utility related services including materials management, debt collections, locating, meter reading and
trenching services to customers throughout the surrounding region. (PRESS RELEASE)

General Erufermaiiorf
VECTREN CORP
Orme Vectren Square
Evansville. IN 47708
Phone: 812 491 -4000

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

sazvsswerxr Rses.EAnc§4
FrauenRafmga t&search&r8e4;awtrmla+ns'sfians

ZA K

December
12/31 !07
04/22/2008

UTIL-GAS DISTR
Utilities

WUC] 30-Dug Closing Prices

Page  1 of 2

20 Day Moving Average

Target Price Consensus

432,051.19

% Price Change

4 Week

12 Week

2,91

2,47

3 3 4

4.645/o

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

01-11-08 02-08-08

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

2,145.54 Payout Ratio

Change in Payout Ratio

10/05/1 998 Last Dividend Payout / Amount 11/13/2007 / $0.32

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Dale

0.92

1 .95

4.70

04/22/2008

Consensus Recommendations
Current (1=S!rc>ng Buy, 5=Strong gem

30 Days Ago

60 Days Ago
90 Days Ago

Fundamental Ratios

Current FY Estimate

Trailing 'E2 Months

PEG Ratio

Price Ratios

EPS Growth

14.35 vs. Previous Year

15.07 vs. Previous Quarter

Sales Growth

6 vs. Previous Year

227.78% vs, Previous Quarter
5.86%
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1 .77
7.44

0.94

12/31 /07

09/30107

06/30f07

11.65 12/3I!07

11 .46 09/30/07
11 .46 06/30/07

3.57
3.46
3.46

Price/Enok

Price/Cash Flow

Price .-' Sales

Current Ratio

12/31 /07

G9130/'7

OB/30/07

Quick Ratio Operating Margin

0,61

0.60

12!31 /07

09/30/07

06/30/07

12/31!07

0.39 09/30/07

0.43 06/30/07

6.22

6.16

6.18

Net Margin Pre-Tax Margin Book Value

12/31 /GO

09/30/07

06/30/07

8.84

8.09

12!31/07

09/30/07

06/30/07

12/31/07

8.84 09/30/07

8,09 OB/30/07

15.85

15.94

inventory Turnover Debt-to-Equity Debt to Captial
12431 /07

09/:30/07

06/30/07

9.17

9.30

12/31i07

09/30i07

06!30!07

12131/07

1 .00 oefao/07

0.99 oe/a0/07

49.92
49.79

http://www.zacks .com/re sea rch/print.php? type=repor1&t=VVC 2/11/2008
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Zacks.com Quotes and Research

Xcel Energy Inc. is predominantly an operating public utility engaged in the generation, transmission and distribution
of electricity and the transportation, storage and distribution of natural gas. The company has two significant
subsidiaries, Northern States Power Company, a Wisconsin corporation, and NRG Energy, inc

Genera! information
XCEL ENERGY INC
414 Nicollet Mali
Minneapolis, MN 55401
Phone: 612 330-5500
Fax: 612 330~2900
Web: www.xcelenergy.com
Email: Paul.A.Johnson@xcelenergy.com

Endustry
Sector

UTIL~ELEC swF:
Utilities

Fiscal Year End
Last Repofred Quarter
Next EPS Date

December
12/81 /07
04/23/2008

Price and Volume information

[HEL] 30-Dag Closin-9 Pr*in-es
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

20.61

2 5 0 3

19.59

0.72

2,947,012.50

23.67

oz-as-as'

-8.64

-6.95

-8.68

-3.86

1.96

0.72

% Price Change

4 Week

12 Week

YTD

Share lniormation

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

'a1-11-0a

% Price Change Relative to ss.p 500

4 Week

12 Week

YTD

Dividend information

419.93 Dividend Yield

Annual Dividend

8,654.76 Payout Ratio

11.51 Change in Payout Ratio

06/02/1998 Last Dividend Payout l Amount

4.46%

$0.92

0.63

-0.03
12/24/2007 ! $0.23

EPS lnformaiion
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.29

1.51

5.20

04/23/2008

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.50

2.43

2.43

2.43

Sales GrowthEPS Growth

13.65 vs. Previous Year

t4.02 vs. Previous Quarter

2.62

36.36% vs, Previous Year

~46.43% vs. Previous Quarter:
5.53%

8.470/0

fundamental Ratios

P!E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios

Price/Book

ROE ROA

1 .40 12/31/07 10.59 12/31!07 2.84

http://www.za cks .com/re se a rch/print.php? type =re port&t=XEL 2/11/2008



Za cks .com Page  2 of 2

Price/Cash Fiow

Price I Sales

5.69

0.86

09/30/07

06/30/07

10.10

9.93

09/30/07

06/30/07

2.70

2.65

Current Ratio Quick Ratio OperatingMargin

12/31i07

09i30!07

D6!30/07

1 .97

0.87

12/31 ;07

09/30/07

06/30/07

0.84

0.72

12f31!07

09!30/07

06/30/07

6.34

6.08
5.85

Net Margin Pre-Tax Margin Book Value
12/31 /07

09/30/07

06/30/07

8.65

7.88

12!31 /07

09/30/07

06/30/07

8.65

7.88

12/31 /07

09/30/07

06/30/07

14.68

14.66

Inventory Turnover Debt-to-Equity Debt to Capital
12/31/07

09/30/07

06/30/07

10.20
10.02

12/31 /07

09/30/07

06/30;()7

118

1.10

12/31 £07
09/30/07

06./30!07

53.65

52.03

http://www.za cks .com/re se a rch/print.php? type =re port&t=XEL 2/11/2008
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Treasury Security Yield Curve
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S e lected Yie lds

Recent
(2/06/08)

3 Months
Ago

(11/07/07)

Year
Ago

(2/07/07)
Recent

(2/06/08)

3 Months
Ago

(11/07/07)

Year
Ago

(2/07/07)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A'l/P1)
3-month LIBOR

3.50
3.00
6.00
3.04
3.13

5.00
4.50
7.50
4.53
4.90

6.25
5.25
8.25
5.24
5.36

4.31
4.68
4.21
5.19

5.53
5.75
5.58
5.90

5.72
5.82
5.76
5.62

Bank CDs
2.30
2.39
2.86

2.83
3.55
3.90

3.27
3.86
3.91

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 65%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.54
6.12
6.02
6.20

5.81
5.89
6.07
6,15

5.56
5.79
581
6.07

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

2.09
2.09
2.06
2.65
3.59
1.26
4.36
4.40

3.44
3.73
3.83
3.88
4.31
1.91
4.65
4.56

5.15
5.15
5.07
4.73
4.74
2.38
4.85
4.80

3.79
3 9 0
1 4 3
4 4 6

4.28
4.15
1.57
4.83

4.11
4.03
1.74
4.96

Germany
Japan
United Kingdom
Preferred Stocks
U[ili1_ A
Financial A
Financial Acyustabie A

6.09
6.95
5.51

6 8 8
7.84
5 5 1

6.14
6.44
5.51

TAX-EXEMPT

4 3 9
4 7 6

4.40
4 7 3

431
4.59

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Ala
1-year A
5-year Ala
5-year A
10-year Aaa
10-year A
25/30»year Ala
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

1 6 5
1 7 5
2.66
2.96
334
3.63
4 2 6
4,39

3 3 0
334
3.46
3.76
384
4 l \4
4.52
4.67

3.60
3.70
3.62
3.90
3.76
4.17
4.10
4.42

4.40
4 4 0
4 7 0
4 8 0
4.45

4.72
4.72
4.95
4.90
4.72

4.48
4.41
4.65
4.65
4 5 2

Fe de ra l Re s e rve  Da ta

BANK RESERVES

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

(Two- Week Period; in Millions, Not Seasonally Acyusted)
Recent Levels

1/16/0B
1710
1377

333

1/30/08
1460

390
1070

Change
-250
,987
737

Average Levels Over the Last...

12 Wks. 25 Wks. 52 Wks.
1701 2145 1861
1699 1291 729

2 B54 1133

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally A¢yusted)

1/21/08

Recent Levels

1 I14/08
Gro

3 Mos.
wt Rates Over the Last...

6 Mos. 12 Mos.
MI (Currency+demand deposits)
MY (Mt +savings+smalI time deposits)

13728
7491.7

1345.8
7441.3

Change
26.5
50.4

1.2%
6.6%

0.6%
5.9%

-0.0%
5.7%

©2008, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is suictiy for subscriber's own, noncommercial, internal use. No part of it may be reproduced,
resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.



Treasury Security Yield Curve
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Se lected Yie lds

Recent
(1/30/08)

3 Months
Ago

(10/31/07)

Year
Ago

(1/31/07)
Recent

(1/30/08)

3 Months
Ago

(10/31/07)

Year
Ago

(1/31/07)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1)
3-month LIBOR

3.50
3.00
6.00
3.06
3.24

5.00
4.50
7.50
4.53
4.89

6.25
5.25
8.25
5.24
5.36

4.38
4 6 5
4.28
5.30

5.65
5.79
5.64
5.91

5.79
5.91
5.84
5.63

Bank CDs
2.50
2.60
3.0'l

2.89
3.57
3.90

3.30
3.86
3.91

5.60
6 1 5
6.06
615

5.88
5 9 6
6.13
6 2 2

5.63
5.84
5.88
6.14

2.15
2.22
2.33
2.84
3.67
1.25
4.38
4.45

3.91
4.07
3.98
4.17
4.47
2.13
4.75
4.74

5.10
5.II4
5.11
4.80
4.81
2.38
4.91
4.86

3.90
4.02
'1.-44
4.57

4 3 1
4.24
1.61
4.93

4.18
4.10
1.70
4.98

6»month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10»year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage~Backed Securities
G NMA 55%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Util i ty A
Financial A
Financial Acyustable A

6.01
7 0 8
5,55

6 2 2
5 9 5
5.50

6.10
6.43
5.50

TAX~EXEMPT

4 2 9
4.71

4 3 3
4.67

4,32
4.59

Bond Buyer Indexes
20-Bond index (GOs)
25-Bond index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10»year A
25/30-year Al a
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

2,06
2.52
2.73
2.98
3.34
3.72
4.27
4.48

3,32
3 4 2
347
377
3.81
4.11
4.40
4.58

3.61
3.71
3.69
3.88
3.86
4.28
4.17
4.50

4 6 0
4 5 0
4.70
4.75
4 5 5

4.55
4.65
4 8 0
4.80
4 6 5

4.60
4.57
4.66
4.68
4.58

Fe de ra l Res erve Da ta

Excess Reserves
Borrowed Reserves
Net FreelBorrowed Reserves

BANK RESERVES
(Two-Week Period, in Millions, Not Seasonally Adjusted)

Recent Levels

1/2/08
2393
5308

.2915

1/16/08
1713
1377
336

Change
»680

-3931
3251

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
1506 2160 1867
1682 1284 720

-76 876 1147

MONEY SUPPLY
(One-Week Period, in Billions, Seasonally Acyusted)

Recent Levels
1/7/08
1361 ,B
74577

1/14/08
Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
Mi (Curran(:y+demand deposits)
M2 (Mi +savings+smalI time deposits)

1345.7
7440.8

Change
_16.1
-16.9

-7.6%
4.3%

-3.7%
4.8%

-2.5%
5.0%

©2008, Value Line Publishing, inc. All rights reserved Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. THE PUBLISHER
IS NOT RESPONSlBLE FOR ANY ERRORS OR OMlSSlONS HEREIN. This publication is strictly for subscriber's own, non-commercial, internal use. No part of it may be reproduced,
resold, stored nr transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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Selected Yie lds

3 Months 3 Months
Recent

(1/23/08) (10/24/07) (1/24/07)
Recent

(1/23/08) (10/Z4/07) (1/24/07)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1)
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
'lO-year (inflation-protected) 1.32
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 65%
FHLMC 6.5% (Gold)
FNMA 65%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30~year) A
Utility (25l30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
lapin
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Aqiustable A

6.20

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5»year Aaa
5-year A
10-year Ala
10-year A
25/30-year Ala
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

Fede ra l Res e rve  Da ta

BANK RESERVES
(Two-Week Period; in A/lillion5, Not Seasonally Adjusted)

RecentLevels
1/2/081/1B/08 Change

Average Levels Over the Last
12Wks 25 Wks 52 Wks

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

Change
0.2

Growth Rates Over the Last
12 MosMI (Currency+demand deposits)

M2 (MI +savings+smaII time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Ac_uusted)

Recent Levels
1/7/08 12/31/07
1363.0 13632
7455.6 7461 .5

0.8% 0.0%

©2008, Value Line Publishing, Inc. AI! Ngttts Y€S8V€d. Factual material is obtained from souses belie/ed to be reliable Md is provided without warranties of 3"Y kind THE PUBLISHER IS NOT
RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN This pubilrzziiovi is striciiy for subscriber's firm, nun-mmmerdal, internal use No part of it may be reproduced, resold, souled or

transmitted in any printed, electronic or other form, or used for generating or market ing any printed or electronic publication, service or product
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Selected Yie lds

3 Months 3 Months
Recent

(1/16/08) (10/17/07) (1/17/07)
Recent

(1/16/0B) (10/17/07) (1/17/07)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1)
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
'l-year
5»year
10-year
10-year (inflation-protected) 1.45
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30»year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

6,22

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
I-year  Ala
I-year A
5-year Aaa
5-year A
10-year Ala
10»year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

Fede ra l Res e rve  Da ta

BANK RESERVES
(Two-WeekPeriod; in Millions, Not Seasonally Acyusted)

Recent Levels
12/19/071/2/08 Change

Average Levels Over the Last

12 Wks 25 Wks 52 Wks
Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

Growth Rates Over the Last

12 Mos
MI (Currency+demar1d deposits)
MY (MI +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Aryusted)

RecentLevels
12/24/07
t355.2
7467.6

12/31/07
1364.3
7471 .9

Change
9.1
4 3

2.4%

©2008, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without wananties of any kind. THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN This publication is strictly for subscribers own, non»commen:ial internal use. No part of it may be reproduced
resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product
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Treasury Security Yield Curve
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S e lected Yie lds

Recent
(1/09/08)

3 Months
Ago

(10/10/07)

Year
Ago

(1/10/07)
Refen r

(1/09/08)

3 Months
Ago

(10/10/07)

Year
Ago

(1/10/07)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

4.75
4.25
7.25
4.28
4.44

5.23
4.75
7,75
4.84
5.25

6.25
5.25
8.25
5.24
5.36

5.04
5.28
5.1 8
5.36

5.90
5.98
5.92
5.90

5.61
5.73
5.64
5,58

2.77
3.38
3.73

2.90
3.61
3.92

3.30
3.85
3.91

5.79
5.98
5.99
6.1 7

3.97
6.06
6.27
6.34

5.53
5.74
5.76
6.06

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

3.23
3.25
3.09
3.13
3.82
1.53
4.34
4.39

4.04
4.26
4.23
4.37
4.65
2.35
4.87
4.85

5.08
5.12
5.02
4.67
4.68
2.42
4.78
4.72

3.87
4,09
1.48
4.40

4.45
4.35
1 .74
4.98

4.08
4.02
1 .76
4.81

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 65%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Ulillly A
Financial A
Financial Adjustable A

6,00
7.61
5,48

6.23
6.83
5.49

6.03
6,41
5.49

TAX-EXEMPT

4.32
4,72

4.42
4.72

4.15
4,50

Bond Buyer Indexes
20-Bond Index (COS)
Z5-Bond Index (Revs)
Ceneral Obligation Bonds (COs)
1-year Aaa
1»year A
8-year Aaa
5»year A
I0-year Ala
10»year A
25/30»year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

2.70
2.80
2.97
3.07
3.43
3.73
4.14
4.34

3.38
3.48
3.53
3.83
3.B4
4.14
4.43
4.61

3.50
3.60
3.54
3.82
3.72
4.12
4.06
4.38

4.45
4.50
4.60
4.65
4.50

4.55
4.65
4.80
4.78
4.65

4.41
4.39
4.50
4.53
4.47

Fede ra l Res e rve  Da ta

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

RecentLevels

12/19/07
1174
3833

-2659

1/2/08
2392

35307
_3291 S

Change
1218

31474
-30256

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
1668 21 89 1886
5803 3342 1787
-4135 -1153 98

MI (Currency+demand deposits)
MY (MI +savings+small time deposits)

MONEY SUPPLY
(One-Week Period, in 8illion5, Seasonally Adjusted)

RecentLevels

12/17/07
1361 .0
7460.2

12/24/07
1355.1
7468.3

Change
-5,9
8.1

Growth

3 Mos.
15%
4.8%

Rates Over the

6 Mos.
0.7%
5.6%

Last...

12 Mos.
~1 .4%
5.9%

©2008, Value Line Publishing. Inc. All nights reserved. Factual material is obtained from sources believed Ta be reliable and is provided without warranties cl any kind. THE PUBLISHER
lS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non~commerciaI, internal use. No part of it may be reproduced,
resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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Treasury Security Yield Curve
5.50%

5.00% -

4.50%

4.00%

3.50% -

3.00% -

3010
2.5 °/0°3 s 1 2 3 5

Mos. Years

/'
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S e lected Yie lds

Recent
(1/02/08)

3 Months
Ago

(10/03/07)

Year
Ago

(1/03/07)
Recent

(1/02/08)

3 Months Year
Ago Ago

(10/03/07) (1/03/07)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1)
3~month LIBOR
Bank CDs

4.75
4.25
7.25
4.40
4.68

5.25
4.75
7.75
4.82
5.24

6.25
5.25
8.25
5.24
5.36

5.36
5.44
5.37
5.38

5.81
5.96
5.88
5.89

5.53
5.67
5.60
558

2.81
3.43
3.73

2.91
3.70
3.92

3.30
3.85
3.91

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 55% (Gold)
FNMA 65%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.86
5.92
5.94
6.11

597
6.02
5.22
6.31

5.50
5.73
5.79
6.06

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
t0-year (inflation-protected)
30-year
30-year Zero

3.25
3.30
3.17
3.28
3.90
1.56
4.35
4.38

3.94
4.15
4.10
4.25
4.56
2.29
4.80
4.80

5.04
5.07
5.01
4.65
4.66
2.36
4.76
4.71

391
4.21
1.51
444

4.36
4.33
1.69
497

4.05
395
1 .69
4.79

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial A<8uslable A

5,31
812
548

6.32
6.87
548

607
6.40
5.48

448
4.77

4.17
4.56

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOs) 444
25-Bond Index (Revs) 4.80
General Obligation Bonds (GOs)
1-year Aaa
1»year A
5-year Aaa
5-year A
10~year Ala
10-year A
25/30-year Ala
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA 440
Electric AA 4.40
Housing AA 465
Hospital AA 4.65
Toll Road Aaa 4.50

2.88
2.92
319
3.49
3,61
390
4.26
4.37

388
3.48
3.48
358
3.76
426
4.3B
468

350
360
354
3.83
3.72
4.14
4.06
4.39

467
4.65
4.85
4.83
4.68

4.50
4.44
4.55
4.58
442

Fe de ra l Res erve Da ta

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

RecentLevels
12/5/07

1848
199

164 g

12/19/07
1173
3833

-2660

Change
»675
3634

-4309

Average Levels Over the Last...

12 Wks. 25 Wks. 52 Wks.
1608 2125 1850
954 836 487
653 1290 1363

12/17/07
Rates Over the Last...

6 Mos. 12 Mos.
MI (Currency+demand deposits)
MY (MI +savings+smaII time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

RecentLevels
12/10/07

1371 .3
7456.6

1361.2
7460.2

Change
_10.1

3 6

Growth

3 Mos.
-0.7%
4.6%

0.7%
5.6%

-0.3%
6.2%

©2o0e, Value Line Publishing, Inc. All rights reserved Factual material is obtained from sources believed to be reliable and as provided without warranties of any kind. THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subsoribefs own, non-commercial, internal use. No pad of Ir may be reproduced,
resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any primed or electronic publication, service or product.
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UNISOURCE ENERGY~vsE.u~s
RECENT
PRICE 29.41

PIE
RATIO 17.0(8:3::s§€8;3)§583881.06

Dlv'D
YLD 3 .3%

VALUE
LINE

13.9
10.4

19.3
11.1

26.0
13.8

20.8
13.7

24.9
16.0

24.9
22.9

34.8
24.3

37.5
29.5

40.0
27.64

3
TIMELINESS Raised HI1lll07

sAr ETt e NeW 12131104

TECHNI CAL 2 Raised 2I1loB

BETA .60 (1,00=Marke!)

2010-12 PROJECTIONS
Ann'l Total

Recur
8 %
N i l

Price Gain
High 3 5 ( + 2 0 %
Low 2 5 ( - 1 5 %

In s id e r  D e c is io n s
M A M J J A S O N
0 0 0 0 0 0 0 0 0
1 0 4 0 0 1 0 0 2
1 0 4 0 0 0 0 0 1

to Buy
Options
toSell

In s t i t u t io n a l  D e e is lo n s
192001 zoom 30z007

10 Buy B7 73 56
no Sell G7 81 87
Hld's(llU0 31380 30534 31880

- - -

z,
I. ll'lll

ml
I

I

11

2 0 1 1

1-lor-5 Rev split 5/95

LEGENDS
225 x Dividends r sh
divided b r:nleres Rate
Relative Ce Strength

Oglionsz Yes
haded ales indcales recession

» #,
8 l

I
I 111111. v, hr' ' | 111111 ll. I II  . . II

| |
11111

1111' I

ll' ' -11.

1111111 ill

I.ll'
4

u

\ 8

' |

M
|

-

• •
•.¢

I  I I I I vIII 111 l.II ,.|
' \>;1f I I

I I I  I

HI) I I III
; I
llll Ill H IIIII

2006
37.42

5.68

1.85

.84

6.77

18.59

35.19

17.7

.96

2.5%

1316.9

69.2

38.8%

2.9%

72.9%

27.1%

2414.1

2259.6

5.9%

10.6%

10.6%

I

ll
I .I

H
I I

H II | 'I lull l I I I I I I I  ! I I
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
114.58

d12.43

d2B.05

19.56

d.30

a12.40

20.61

2.06

d.25

21,51

3.44

.65

2D,B7

4.5B

1.70

2228

s e e

3,76

22.71

5.29

2 6 0

23.83

3.48

.as

24.85

3.96

1,08

31,12

4.23

1.27

.32

43.12

5.41

1,79

.40

25.50

4.80

.97

.50

28.71

5.20

1.30

.60

8.75

d37.31

1.08

d1.19

1.50

d1.96

1.95

d1.31

184

as

2.07

4.15

2.22

6 7 5

2 5 2

7 5 5

2.87

10.02

3.19

11.20

3.63

12.58

3.35

13.05

4.08

15.97

5.14 32.09 32.14 32.14 3213 32.13 32,14 3225 32.35 33.22 33.50 33.58 33.79

26.7

1.75

9.6

.54

4 3

27

6.1

.35

23.3

1.21

10.8

.62

11.8

,77

2.1%

10.B

.55

2.1%

18.2

.go

2.8%

1 4 6

.83

3.2%

2004
34.13

5.29

1.31

.64

4.49

16.95

34.26

18.7

.gg

2.6%

1169.0

45.9

42.5%

77.1%

22.9%

2540.3

2081.1

5.1%

7.9%

7.9%

2005
35.26

5.21

1.30

.75

5.83

17.68

34.87

23.9

1.27

2.5%

1229.5

46.1

41.4%

2.2%

75.3%

241%

2494.9

2171.5

5.1%

7.5%

7.5%

2007
38.65

5.40

1.60

.90

5.55

19.55

35.70

18.4

.97

3.1%

1380

57.0

39.0%

3.0%

685%

31.5%

2230

2320

5.5%

s.0%

8.0%

40.60

5.70

1.75

.96

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div'd Decl'd per sh B I t

45.60

6.35

1.90

1.14

6.50

20.85

Cap'I Spending per sh

Book Value per sh c

7.75

22.25

36.20 Common She 0utst'g D 37.70

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div 'd Yield

16.0

1.05

3.8%

1470

6 1 0

Revenues [$mill)

Net Profit (Seal)

1720

71.0

39.0%

3.0%

Income Tax Rate

AFUDC % to Net Profit

39.0%

1 0 %

67.0%

33.0°/~
Long-Term Debt Ratio

Common Equity Ratio

61.0%

39.0%

2245

2415

Total Capital ($miII)

Ne! Plant ($milI)

2290

2545

5.5%

8.5%

8.5%

Recur on Total Cap'l

Recur on Shr. Equity

Return on Com Equity E

6.0%

B,5%

8.5%

729.9

B3.6

7 5 8 ]

21.9

B03.8

35.5

1033.7

26.3

1444.7

60.9

856.2

33.3

9699

45.2

465% 46.5% 32.9% 43.8% 33.7% 19.7%

2.2%

901%

93%

B9.4%

105%

B5.1%

13.9%

B4.2%

15,B"/»

79.6%

20.4%

81.5%

18.5%

79.2%

20.8%

23223

19355

2320.5

1915.5

2340.5

1729.9

23624

1706.3

2081.3

1677]

2368.8

1668.4

2589.0

2069.2

5.0%

3B5%

38.5%

2.5%

8.9%

8.9%

2 9 %

110%

110%

2.5%

7.1%

7.1%

4.4%

14.3%

14.3%

2.8%

7.6%

7.6%

4.9%

8.4%

8.4%

CAPITAL STRUCTURE as of 9130107
Tota l Debt $16072 mm. Due in 5 Yrs $10795 mill.
LT Debt $1532.3 mill. LT Interest $145.5 mill.
Ind. $528.9 mill. capitalized leases.

(LT interest earned: 1.6x)

Penslon Assets-12/06 $176 mill. Oblig. $218 mill.
P f d Stock None

Common Stock 35,338420 she. as of 10l31IDll
MARKET CAP: s1.1 billion (Mid Cap)

ELECTRIC OPERATING STATISTICS
2004 2005
+ 3 2 + 3 8

3293 3421
6.50 8 .60

2275 2567
2458 2792
54 .6 53 .9
+2.1 +2 .6

2006
+3 .7
3431
6 .80

2895
2913
64 .0
+1 .8

% Cha RetaH Sola (KWH)
Avg. In use Use (MwH*nr*
Avg. Indus Revs. per l¢)
Capacity atPeak (Mw*w
Peak LoaNSummers ]
Annual LoadFactor (rt
% ChangeCustomers yr-end)

1 3 1 157130Fixed charge cw. iv.;

Pas t
10 Yrs.

5 . 0 %
1 .0%
-3.0%

3 2 .5 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div i dends
Bo o k Va lue

Pas t Est 'd '04-'06
5 Yrs. to '10-'12

1 .5% 4 . 0 %
3 . 5 % 3.0%
1.5% 4.0%
NM F 7.0%
9 . 5 % 4 . 0 %

F ul l
Year

Ca l- QUARTERLY REVENUES (S mill.)

e nde r Mar.31 J un. 3 0  Se p. 3 0 Dec.31

2004

2005

2006

2007

2008

290.1

300.6

318.4

329.8

360

335.3

349.3

375.6

398.2

415

273.5

318.7

317.9

334.2

350

270.1

260.9

305.0

317.8

345

1 1 8 9 0

1229.5

1316.9

1380

1470

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
Pull
Year

2004

2005

200s

2001

2008

.08

.55

.32

.47

.40

.68

.49

.73

.66

.75

.37

.27

.28

.33

.35

.18

d.11

.52

.14

.25

1 3 1

1.30

1.85
1.60

1.75

Cal-
endar

QUARTERLY DMDENDS PAID B l  T

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

.16

.19

.21

.225

.16

.19

.21

.225

.16

.19

.21

.225

.18

.19

.21

.225

.64

.76

.84

.90

3B.5% 8.9% 11.0% 4.3%

39%

11.2%

22%

3.8%

51%

4.6%

45%

4.1%

48%

3.2%

57%

6.1%

43%

3.5%

56%

3.5%

55°/»
Retained to Com Et

All Div'ds to Net Prof

3.5%

60%

coat, 81%, gas, 6%; purchased power, 13%. Fuel: 48% of electric

revenues, labor costs: 9%. '06 depreciation rate: 3.1%. Estimated

plant age: 10 years .  Has 1,260 employees. Chairman, Pres ident,

a nd CEO:  J a me s  S .  P i gna t e l l i .  I nc . ;  AZ .  Addre s s :  One  So ut h

Church Ave. Suite 1820, Tucson, AZ 85701. Tel.: 52D~BB4-3850, In-

temet www.unisourceenergy.cbm.

BUSINESS: UniSource Energy  Corp. ,  parent  o f  Tucson Elec t r i c

Power Company ,  supplies  e lec t r ic i ty  in Tucson,  Ar izona and the
surround. area (ser. area: 1,155 sq, mi les). Nonuti li ty  subsidiaries

engage in plant construc t ion, fuel supply  and re lated bus inesses.

Revenue sources: res ident ia l,  44%, commerc ia l,  26%, industr ia l,

21%, other,  9%. Copper mining is  larges t  indus try  sewed. Fuels ;

U n i S o u r c e  s e e k s  h i g h e r r a t e s .  A  1 9 9 9

a g r e e m e n t  f r o z e  e l e c t r i c  r a t e s  t h r o u g h  t h e

e n d  o f  2 0 0 8 .  A s  r e q u i r e d  b y  r e g u l a t o r s ,

U N S  f i l e d  f o r  n e w  r a t e s  t h a t  w o u l d  t a k e

e f f e c t  i n  J a n u a r y ,  2 0 0 9 .  I t  r e c o m m e n d e d

t h a t  t h e  c o m m i s s i o n  u s e  o n e  o f  t h r e e

m e t h o d s  i n  s e t t i n g  n e w  t a r i f f s .  I n  a l l  t h r e e

c a s e s ,  t r a n s m i s s i o n  a n d  d i s t r i b u t i o n  r a t e s

a r e  b a s e d  o n  h i s t o r i c  c o s t - b a s e d  c a l c u l a -

t i o n s .  B u t  r a t e s  f o r  g e n e r a t e d  p o w e r  a r e

f i g u r e d  d i f f e r e n t l y u n d e r e a c h  a p p r o a c h .

I n  t h e  f i r s t  i n s t a n c e ,  c h a r g e s  w o u l d  b e

b a s e d  o n  w h o l e s a l e  m a r k e t  p r i c e s .  A n  a l -

t e r n a t i v e  t i e s  r a t e s  t o  h i s t o r i c  c o s t s ,  s u b -

j e c t  t o  a  s e p a r a t e  c h a r g e .  E i t h e r  p r o c e d u r e

w o u l d  r a i s e  a n n u a l  r a t e s  b y  a b o u t  2 2 % .  A

t h i r d  o p t i o n  b l e n d s  t h e  f i r s t  t w o  a n d  r e -

s u l t s  i n  l e s s e r  r a t e s .  A l l  p r o p o s a l s  r e w a r d

c u s t o m e r s  f o r  e n e r g y  c o n s e r v a t i o n .  A n  o r -

d e r  o n  t h e  a p p l i c a t i o n  w i l l  t a k e  e f f e c t  J a n -

u a r y  1 ,  2 0 0 9 .

F i n a n c i a l  i n d i c a t o r s  w i l l  r e m a i n  w e a k

f o r  a  w h i l e . T h o u g h  l o n g - t e r m  d e b t  h a s

b e e n  r e d u c e d  s t e a d i l y  s i n c e  1 9 9 6 ,  i t  s t i l l

a c c o u n t s  f o r  a b o u t  7 0 %  o f  t o t a l  c a p i t a l .

W h a t ' s  m o r e ,  m e a n i n g f u l  r e d u c t i o n s  a r e

u n l i k e l y  f o r  a  w h i l e  b e c a u s e  o f  t h e  n e e d  t o

f i n a n c e  t h e  c a p i t a l  s p e n d i n g  p r o g r a m .

T h a t ,  i n  t u r n ,  k e e p s  p r e s s u r e  o n  f i x e d

c h a r g e s ,  w h i c h  h a v e  b e e n  b a r e l y  e a r n e d

s i n c e  1 9 9 7 .  T o o ,  t h o u g h  a  l a r g e  p e r c e n t a g e

o f  p r o f i t s  a r e  b e i n g  p l o w e d  b a c k  i n t o

r e t a i n e d  e a r n i n g s ,  t h i s  a c c o u n t  s t i l l  h a d  a

n e g a t i v e  b a l a n c e  l a s t  S e p t e m b e r ,  3 0 t h .  F i -

n a l l y ,  U N S  i s  h a v i n g  d i f f i c u l t y  e a r n i n g  i t s

a l l o w e d  r e t u r n  o n  e q u i t y .  I n  v i e w  o f  t h e s e

n e g a t i v e s ,  w e  r a t e  t h e  c o m p a n y ' s  F i n a n -

c i a l  S t r e n g t h  a  b e l o w - a v e r a g e  C + + .

E a r n i n g s  s h o u l d  i m p r o v e  i n  2 0 0 8 .

P l a n n e d  a n d  u n p l a n n e d  p l a n t  o u t a g e s ,

w h i c h  t o o k  a  t o l l  i n  l a s t  y e a r ' s  f i r s t

q u a r t e r ,  a r e  b e h i n d  t h e  c o m p a n y .  U N S

s h o u l d  a l s o  b e n e f i t  f r o m  a n  o r d e r  o n  a  f i l -

i n g  f o r  $ 9  m i l l i o n  i n  h i g h e r  p o s t e d  g a s

t a r i f f s .  I n  a l l ,  w e  t h i n k  2 0 0 8  e a r n i n g s  w i l l

r i s e  9 %  o v e r  l a s t  y e a r ' s  e s t i m a t e d  $ 1 . 6 0  a

s h a r e .  A n  o r d e r  o n  t h e  a f o r e m e n t i o n e d

e l e c t r i c  r a t e  f i l i n g  s u g g e s t s  a  f u r t h e r  g a i n

n e x t  y e a r .  T h e  s t o c k  i s  u n t i m e l y

T h e s e  s h a r e s  o f f e r  a n  e v e n  b a l a n c e  o f

p l u s e s  a n d  m i n u s e s . A b o v e - a v e r a g e  d i v i -

d e n d  g r o w t h  p r o s p e c t s  t o  2 0 1 0 - 2 0 1 2  m i g h t

i n t e r e s t  i n c o m e - o r i e n t e d  i n v e s t o r s .  B u t

t h o s e  o f  a  c o n s e r v a t i v e  b e n t  m a y  h e s i t a t e

b e c a u s e  o f  t h e  c o m p a n y ' s  w e a k  f i n a n c e s .

A r t h u r  H  M e d a l i s t F e b r u a r y  8 ,  2 0 0 8

Target Price Range

(A) EPS di luted. Next earnings report due late (B) Div'ds historically paid in early Mar., June, spli t .  (E) Rate base: fair value. Rate allowed on |  Company's Financial Strength
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TUCSON ELECTRIC POWER COMPANY
TEST YEAR ENDED DECEMBER 31. 2006
CAPITAL STRUCTURES OF SAMPLE COMPANIES

DOCKET no. E-01933A-07-04
SCHEDULE WAR . 9

1 DEBT 35.1% $ 5285.0 % $ 12,429.0 56.7%

PREFERRED STOCK

COMMON EQUITY 314% 6583.0 55.4% 9.412.0

3
4
5
B
7
8
g

TOTALS t.025.6 4218.4 11.886.0 m, $ 21,902.0

ED

DEBT $ 337,889.0 39.2% $ 619,341.0

PREFERRED STOCK 21 .027.0 20.092.0

COMMON EQUITY 512.8620 57.0% 878.1290 57,8% B.004.0

12
13
14
15
16
17
LB
19
20

TOTALS $ 871,778.0 s 1,515,5B2D $ 16.5150

FE HE

DEBT 7.474.0 56.1% $ 462,437.0 49.7% $ 8525.0 $ 1,133,185.0 50.9%

PREFERRED STOCK 0.0 0.0 0.0%

COMMON EQUITY 5.849.0 43.9% 468,609.0 50.3% 1.095.240.0 49.1%

22
23
24
25
26
27
28
29
30

TOTALS $ 13,323.0 100% $ 931 ,O46.0 100% $ 17_570.0 100% $ 2,22B,425,0

32 Nl

34 DEBT $ 928,848.0 $ 237,284.0 5.1462 $ 2,444,774.0

PREFERRED STOCK 0.0 0.0 0.0% 43.0000

COMMON EQUITY 1.124.183.0 375.3480 5.0135 1.5B2.563.0

36
37
38
39
40
41
42
43

TOTALS $ 2,052,831.0 100% $ 612,632.0 10.1593 100% $ 4,070,3370 100%

DEBT $ 1,765,907.0 50.9% s 3,232,633.0 4B.4% $ 554% $ B.845.0

PREFERRED STOCK 11.529.0 0.3% 0.0 0.0%

45
46
47
48
49 COMMON EQUITY 1.693.296.0 48.8% 3.446.116.0 51.8% 5.1220 4a.1%

51
52

TOTALS $ 3,470,732.0 100% $ 6,67/.749.0 100% $ 12.151.0 $ 17,224.0 M

SO TE

DEBT 3.0670 50.9% s 12,503.0 50.8% $ 3212.5 $ 408,603.0

PREFERRED STOCK 1.9% 3.0% 0.0

COMMON EQUITY 2.846.0 11.371.0 46.2% 1 .7290 35.0% 460.5810

55
56
57
58
59
60
51
62
63

TOTALS 6_0210 100% s 24,618.0 100% $ 100% $ 869.1840

65
ELECTRIC COMPANY SAMPLE

AVERAGE

DEBT 50.7% $ 448,3759 m. $ 1,759,941.0

PREFERRED STOCK 00% 3148.0 0.0

COMMON EQUITY 450.4882 654.1490

67
68
69
70
71
72
73 TOTALS 2.3822 2.3822 100% $ 902,612.1 $ 2,414,090.0

REFERENCE
MOST RECENT SEC 10(k) FILINGS OR COMPANY ANNUAL REPORTS
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TESTIMONY

OF BEN JOHNSON. PH.D

On Behalf of

The Residential Utility Consumer Office

Before the

6 Arizona Corporation Commission

7

8 Docke t No. E-01933A-07-0402

9 Docket No. E-01933A-05-0650

10

11

12 Introduction

13

14 Q. Would you please state your name and address?

15 Ben Johnson, 3854-2 Killeam Court, Ta llahassee , Florida .

16

17 Q-

18 A.

19

What is  your p res en t occupation?

re se a rch firm spe cia lizing in public utility re gula tion.

20

21 Q.

22

23 A.

Have you prepared an appendix that describes your qualifications in regulatory and

utility economics?

Yes. Appendix A, attached to my testimony, will serve this purpose.

24

25 Q, What is your purpose in making your appearance at this hearing?

26 Our firm has  been re ta ined by the  Residentia l Utility Consumer Office  ("RUCO") to a ss is t with

A.

A.

1



RUCO's  eva lua tion of the  three  me thodologies  proposed by Tuscon Electric P ower Company

(TEP) for se tting ra te s  re la ted to genera ting e lectricity

Following this  introduction, my te s timony ha s  four se ctions . In the  firs t se ction, I brie fly

summarize  some of the  history leading to this  proceeding. In the  second section, I summarize

the  three  ra te  se tting methodologies proposed by TEP, focusing on the  deve lopment of ra tes for

genera tion se rvices . In the  third section, I discuss  severa l problems with TEP 's  filing. In aNs

section I point out how TEP 's  forecasted ra tes  a re  flawed, and could lead the  Commission to the

wrong conclusion when eva lua ting the  merits  of TEP 's  proposed ra te -se tting me thodologies . I

a lso discuss how market-based genera tion ra tes may result in ra tes tha t a re  not just and

reasonable .- a  problem tha t a lso applie s  to TEP 's  hybrid proposa l. In the  fourth and fina l

section, I summarize  my conclusions and recommendations

13 Q-

15

As  backg round  in fo rmation , can  you  p leas e  b rie fly s ummarize  the  h is to ry o f th is

Commis s ion 's  Elec tric  Competition  ru les ?

The  Commission adopted its  Electric Compe tition Rules  (Rules) in 1996. [S ee , Decis ion No

59943] The  Rule s  were  intended to "se t forth a  framework for the  inevitable  trans ition from a

A.

non-compe titive  to a  compe titive  environment". [Id., p. 2]

Among other things, the  Rules required TEP to file  estimates of its  s tranded costs . and

required commission approva l of any cha rges  intended to recover s tranded costs . [Rl4-2

l 607(G) and (H)] In September 1999, the  Commission revised the  Rules to require  TEP  to

divest its  genera tion asse ts and to purchase  its  power for S tandard Offer Service  from the

compe titive  marke t. [R14-2-16l5(A), and Rl4-2-1606(B)] The  Rules  a lso decla re  tha t ra te s  se t

by the  marke t for compe titive  se rvices  a re  deemed just and reasonable . [Rl4-2-161 l(A)]



1 Q-

2

3 A.

4

5

6

7

8

9

1 0

11

1 2

13

14

15

Now, can  you  b riefly s ummarize  th is  Commis s ion 's  e ffo rts  to  fo s ter competition  as  they

rela te  s pecifica lly to  Tucs on  Electric  Power?

On June  22, 1998 the  Commission issued it's  S tranded Cost Order, which required TEP  to file  a

plan for s tranded cost recove ry. [Decis ion No. 60977] On August 10, 1998, TEP  filed its

S tranded Cost Recovery P lan. On June  9, 1999, TEP, RUCO and severa l other parties entered

into Se ttlement P roposa l, which was intended to resolve  various disputed issues concerning

TEP 's  proposed S tranded Cost Recovery P lan. [See , Decis ion 62103, p. 2] On November 30,

1999, the  Commission adopted the  S e ttlement Agreement, with modifica tions . [Decis ion

621031

The Settlement Agreement required TEP to transfer its  genera tion asse ts to a  subsidiary

reaffirmed ra te  reductions of l pe rcent in 1999 and aga in in 2000, and a  ra te  freeze  the reafte r

through December 31, 2008. [Se ttlement Agreements  5.l] In exchange , the  Se ttlement

Agreement provided mechanisms for the  recovery of TEP 's  s tranded costs , thereby shie lding

TEP  from the  anticipa ted adve rse  financia l impact of a llowing compe titors  to supply e lectricity

1 6 in  TEP 's  s e rvice  a re a .

17

18 Q~ Can you explain how TEP's stranded costs were to be recovered under the Settlement

19

20

2 1

22

23

24

25

26

Ag reemen t?

Yes. TEP 's  frozen ra te s  would include a  fixe d Compe titive  Transition Charge  (CTC) and a

would te rmina te  a fte r recovery of $450 million of s tranded costs , or on December 31, 2008,

whicheve r occurred firs t. [Id.] The  floa ting CTC was  intended to recove r an e s tima ted

additiona l $233 million in s tranded costs . The  floa ting CTC would be  de te rmined in pa rt by a

Marke t Genera tion Credit (MGC) based upon a  marke t-index futures  price . The  MGC and CTC

were  inverse ly re la ted, an increase  in the  MGC results  in a  decrease  in the  CTC, and vice  versa .

A.

3



In othe r words, the  floa ting CTC would decrease  as  the  marke t price  of power increased (as

estimated by the  MGC marke t index). The  Se ttlement Agreement acknowledged tha t the

floa ting CTC could actua lly be  nega tive , if short te rm wholesa le  prices  increase , in which case

the  nega tive  va lue  would be  credited to the  customers ' monthly bill". [Decis ion 62103, p. 5]

The  Se ttlement Agreement provides for tennina tion of the  floa ting CTC on December 3 l , 2008

[Id.]

8 Q. Are there any other major provisions of the Settlement Agreement that you would like to

mention at this point?

1 0 A Yes. The  Se ttlement Agreement a lso provided for a  review of TEP 's ra tes in 2004. The  purpose

was to facilita te  a  Commission investiga tion into whe ther TEP 's  S tandard Offe r ra tes , or its

1 2

1 3 5.21

1 4

15 Q- Can you now discuss the next significant event leading up to this proceeding?

1 6 A. On S eptember 10, 2002 the  Commiss ion issued its  "Track A Orde r", which modified portions  of

1 7 the  Rules  and Decis ion 62103. [Decis ion No. 65154] S pecifica lly, the  Track A Orde r granted

1 8 TEP a  waiver firm the  requirement to divest its  genera tion asse ts  and the  requirement to

1 9 purchase  ene rgy on the  compe titive  marke t. [Id., pp. 32-33] The  Commiss ion s ta ted:

2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3

In retros pect, it was  a  good idea  to delay dives titure and competitive
procurement in the APS and TEP Settlement Agreements , given wha t has
ha ppened in the la s t two or s o yea rs , including the experience in Ca lifornia , the
ma rket vola tility a nd illiquidity; a nd the  la ck of public confidence  in the
tra ns ition to e lectric deregula tion a nd a bility of regula tors  to prevent price
spikes , ensure reliable service, and prevent ba ptcies . Even today, there is
not agreement amongs t economis ts , much les s  regula tors , a s  to why ...wha t
ha ppened in Ca lifornia , ha ppened, a nd how to prevent a  s imila r or re la ted
occurrence.

It is  clea r tha t die  Commis s ion a nd a ll pa rties  expected benefits  from
reta il competition, yet there  is  no a ctive re ta il Competition, s o a ctua l benefits
a re  s till unknown. It is  s a id tha t cons umers  will benefit from wholes a le
competition, but not without the  proper ma rket s tructure  a nd regula tory
fra mework dirt will s upport it. It wa s  a nticipa ted tha t a t the  time tha t APS  a nd

4



11
12
13
14
15
16

TEP divested, ESPs would be providing direct access to retail customers. In
actuality, no retail competition exists, market power is held by the incumbent
utilities; no RTO is in effect; transmission constraints exist dirt potentially
exacerbate market abuse, the GAO has issued a negative report on FERC's
ability to manage competitive markets, both TEP and APS recognize a problem

one wants to postpone its divestiture while the other is affected by its parent's
and affiliates' adverse financial considerations, proposed new generation may
be cancelled if it is not able to find a market, more protections are needed
against self-dealing and inappropriate affiliate transactions, and investigations
are ongoing into market manipulations and improprieties. Contrary to what APS
argues, these changes relate to the question of divestiture, especially to our
willingness to transfer our ratemaldng jurisdiction over generation assets to
FERC, given its recent history regulating the wholesale market and the
conclusions contained in the recent GAO report. [Id., p. 22]

17 Q.

A

Have the Commission's Competition Rules also been the subject of some controversy?

18 Yes. Various parties challenged the Rules, and several Certificates of Convenience and

19

20

21

22

23

24

25

26

27

28

29

30

31

32

Necessity (CC&Ns) that were issued to potential competitors pursuant to the Rules. Primarily at

issue was Rule R14-2-1611 which provides: "Market determined rates for Competitive

Services, as defined in R14-2-1601 shall be deemed to be just and reasonable."

In resolving this dispute, the Court of Appeals of Arizona noted that the Arizona

Constitution requires the Commission to "prescribe just and reasonable rates and charges to

be made and collected by public service corporations" and to "ascertain the fair value of the

property within the State of every public service corporation doing business therein." [Phelps

Dodge v. AEPCO, 83 P.3d 573, 1] 18 (App. 2004)] The Court of Appeals concluded that the

Commission violated these portions of the Arizona Constitution by approving CC&N's for

competitive electric providers without first determining and considering fair value. [Id., 1124]

As well, the Court rejected the Commission's sweeping replacement of traditional ratemaking

principles with market-based pricing, concluding that "the Commission may not abdicate its

constitutional responsibility to set just and reasonable rates by allowing competitive market

forces alone to do so". [Id., 1]32]

33

34

5



1 Q- Previously you mentioned that TEP's rates were supposed to be reviewed in 2004. Did

that review occur

3

4

5

6

7

Ye s . In  2004 TEP  file d  the  ra te  re vie w re quire d  by De c is ion  No. 62103, c la iming a  re ve nue

de fic ie ncy of $111  million . The  S ta ff, RUCO a nd  o the r pa rtie s  d is pute d  TEP 's  a lle ge d  re ve nue

de fic ie ncy, conte nding  tha t th is  computa tion  wa s  gre a tly ove rs ta te d . Howe ve r, no  pa rty

conclude d tha t TEP  wa s  ove r-e a ming, which wa s  the  ke y is s ue  unde r cons ide ra tion. He nce , the

proce e ding wa s  s us pe nde d a nd no a c tion wa s  ta ke n by the  Commis s ion.

8

9 Q. What happened after the 2004 rate review?

10 A.

11

12

13

In 2005, TEP  file d a  Motion for De cla ra tory Orde r, se e king cla rifica tion of whe the r TEP  would

be  entitled to charge  S tandard Offer genera tion ra tes based on the  MGC in 2009 and beyond.

Afte r seve ra l pa rtie s  filed opposition to the  Motion for Decla ra tory Orde r, the  Adminis tra tive

Law Judge  issued a  procedura l order suggesting TEP  tile  its  request for re lie f in a  diffe rent

14 form. TEP  the n tile d a  Motion to Ame nd De cis ion No. 62103. Tha t Motion wa s  a ss igne d

15 Doc ke t No . E-01933A-05-0650 . In  April 2006 , the  Com m is s ion  is s ue d  De c is ion  No . 68669 ,

16

17

18

19

20

2 1

which orde re d tha t a  he a ring be  he ld to  cons ide r a me nding De cis ion No. 62103 a nd the

S e ttle me nt Agre e me nt. TEP  the n  file d  te s timony in  which  it c la ime d tha t the  S e ttle me nt

Agre e me nt provide d tha t TEP  could  be gin  cha rging ma rke t-ba s e d ra te s  be ginning in  2009 in

a ccorda nce  with  the  MGC provis ions  of the  S e ttle me nt Agre e me nt. TEP 's  te s timony a ls o

pre s e nte d two propos a ls  for ge ne ra tion ra te s  be ginning in  2009, a  ma rke t-pha s e  in  propos a l a nd

a  tra ditiona l cos t of s e rvice  propos a l tha t inc lude d a n $850 million re gula tory a s s e t.

22

23 Q-

24

25

26

Wh a t wa s RUCO's  p o s itio n  o n  TEP 's  Mo tio n  to  Amen d  Dec is io n  No . 62103?

RUCO opposed TEP 's  cla im tha t the  Se ttlement Agreement required the  use  of the  MGC

mechanism to establish S tandard Offe r genera tion ra tes  in 2009. RUCO a lso opposed the  two

alternatives TEP had proposed, and suggested that the  Commission should establish ra tes based

A.

A.

6



on a  traditiona l cost of se rvice  ra te  case , to be  e ffective  in 2009. RUCO filed te s timony and a

lega l memorandum in support of its  pos ition'. Othe r pa rtie s  likewise  disagreed with TEP 's

contention tha t genera tion ra tes  for S tandard Offe r se rvice  would be  based on the  MGC in 2009

During the  hea ring on the  Motion to Amend in March 2007, TEP  offe red anothe r a lte rna tive  for

se tting genera tion ra tes based on a  hybrid of cost-based and market-based ra tes

6

7 Q.

8

9

10

11

1 2

What was  the  d is pos ition  o f TEP 's  Mo tion  to  Amend?

The  Commiss ion issued Decis ion No. 69568 in May 2007. The  Commiss ion did not decide  the

issue  of how ra tes  would be  established in 2009, but ordered TEP  to file  a  ra te  applica tion tha t

included a ll of its  ra te  proposa ls  for s ide -by-s ide  comparison. The  Commission orde red tha t the

ra te  applica tion would be  consolida ted with the  docke t on the  Motion to Amend. In J uly 2007,

TEP filed the  ra te  applica tion tha t is  the  subject of my testimony.

13

14 Q. How does your testimony differ from that RUCO offered in response to the Motion to

15 Amen d ?

1 6 A.

1 7

18

1 9

20

The  testimony and lega l memorandum RUCO presented in the  Motion to Amend docke t

expla ined why the  Commission was not required to establish TEP 's  ra tes  based on the  MGC

methodology beginning in 2009. My te s timony is  meant to eva lua te  the  re la tive  merits  of TEP 's

various proposa ls based on the  assumption tha t the  Commission agrees it is  not required to use

the  MGC methodology as  TEP  has cla imed it is .

2 1

22

23

24

1

2

3

4

1 Direct Testimony of Marylee Diaz Cortez, filed January 7, 2007 in Docket No. E-0933A-05-0650 (with attached
legal memorandum), and Surrebuttal Testimony of Marylee Diaz Cortez, filed February 8, 2007 in the same
docket. Ms. Diaz Cortez also testified at the hearing in March 2007. The entire record in Docket No. E-01933A-
05-0650 has been consolidated with the Rate Application, per Decision No. 69568.

A.
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1 TEP's Generation Proposals

2

3 Q.

4

5 A.

6

7

Could  you  now s ummarize  TEP 's  p ropos als  regard ing  the  trea tmen t o f genera tion  as s e ts

and  its  p ropos als  fo r ra tes  re la ted  to  generating  e lec tric ity?

TEP  proposes  three  diffe rent ra te  making me thodologies , which diffe r in the ir trea tment of

TEP 's genera ting plants, and in the  development of ra tes re la ted to genera tion. The methods are  :

the  "Ma rke t Me thodology", the  "Cos t-of-S e rvice  Me thodology", a nd the  "Hybrid

8 Me thodology".

9

10 Q.

11

Ca n  yo u  b rie fly d e s c rib e  TEP 's  p ro p o s e d  Ma rke t Me th o d o lo g y"

Ye s . TEP  cla ims  tha t, be ginning J a nua ry 1, 2009, it is  e ntitle d to cha rge  ma rke t-ba se d ra te s  for

12

13
1 4
15
1 6
17
18

1 9

TEP has presented the Market Methodology to the Commission because it
believes that when the rate increase moratorium in the 1999 Settlement
Agreement is lifted on January 1, 2009, it is entitled to (i) a rate increase for
transmission and distribution service, and (ii) charge rates for generation service
based upon the market-based methodology set forth in the 1999 Settlement
Agreement. [Pignatelli Direct Testimony, p. ii]

20

21

22

23

24

25

The  Ma rke t Me thodology put forwa rd by TEP  is  pre m is e d on this  inte rpre ta tion of the  1999

Se ttle me nt Agre e me nt. TEP se e ms  to be  cla iming it ha s  a  le ga l right to cha rge  cus tome rs  for

ge ne ra tion ba se d on a  "ma rke t-ba se d proxy, the  Ma rke t Ge ne ra tion Cre dit ("MGC")" a s  s e t

Roth in the  1999 S e ttle me nt Agre e lne nt". TEP 's  support for its  Ma rke t proposa l is  ba se d a lmos t

e ntire ly on its  le ga l the ory a nd its  cla im s  conce rning the  1999 S e ttle m e nt Agre e m e nt. In its

dire ct ca se , TEP  ma de  no re a l e ffort to de mons tra te  tha t its  Ma rke t proposa l is  in the  public

26

27

28

interest, trea ts customers fa irly, or results  in fa ir and reasonable  ra tes.

While  TEP  cla ims it is  entitled to charge  marke t-based ra tes  consis tent with its  Marke t

proposa l, it does  provide  two a lte rna tives  for Commiss ion conside ra tion. The  Cost-of-S e rvice

2 As discussed above, RUCO disagrees with TEP's position and has set forth the basis for that disagreement in Docket No.
E-01933A-05-0650.

A.
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and Hybrid Methodologies  a re  presented to "he lp the  Commission eva lua te  our proposa ls  for

amending the  1999 Se ttlement Agreement and Decision No. 62103 in furtherance  of se ttlement

discussions and negotia tions among the  parties  to the  1999 Se ttlement Agreement". [Id., p. 7]

5 Q. How would rates for transmission and distribution services be developed under the

7 A.

Ma rke t Me th o d o lo g y

Transmission and dis tribution ra tes  would be  based on a  traditiona l cost of se rvice  approach

recovering TEP 's  actua l costs  and a llowing it to ea rn a  fa ir re turn on the  transmission and

dis tribution portion of its  fa ir va lue  ra te  base . [S ee , Id., p. i]

11 Q- Can you now explain how rates for generation service would be determined under the

1 2 Market Methodology?

13 Under the  Marke t Methodology, TEP  proposes to se t prices  for genera tion se rvice  using the

1 4 MGC computa tions  se t forth in its  Se ttlement Agreement.

15
1 6
1 7
1 8
1 9
2 0
2 1

2 2

Market prices for generation service would be calculated using the existing
Market Generation Credit ("MGC") rate schedule (Rate Schedule MGC-1) from
TEP's 1999 Settlement Agreement as modified by Decision No. 65754 (March
20, 2003). This Schedule is attached to my testimony as Exhibit DGH-l l, and
incorporated herein. This MGC value is derived from a Palo Verde market index
published by Platts, a McGraw-Hill publication. [Hutchins Direst Testimony, p.
47]

23

24

25

26

The Se ttlement Agreement provides tha t the  MGC is  ca lcula ted 30 days prior to each ca lendar

estimation month using the  most recent 3 day average  of the  P la tts  Long-Term Forward

Assessment for Pa lo Verde  Forward prices . [See , Schedule  MGC-l , p. 2] These  a re  "spot"

prices  for la rge  blocks of e lectricity transfe rred loom one  utility to another on a  short te rm basis .

27

28 Q. Are there any other aspects of the Market Methodology you would like to mention at this

29

30

p o in t ?

Ye s . The re  is  one  o the r po in t I would  like  to  me ntion . Unde r the  Ma rke t Me thodology, TEP 'sA.

A.

9



1

2

3

4

5

6

ra te  ba se  would include  an Implementa tion Cost Regula tory Asse t (ICRA) of $14.2 million to

recover "direct costs  incurred to implement compe tition in compliance  with the  1999 S e ttlement

Agreement". [Id., p. 5] The  la rges t component of the  $14.2 million ICRA is  compute r software

costs . [Kiss inge r Direct Tes timony, p. 8] The  $14.2 million ICRA a lso includes  cos ts  incurred

by funding and deve loping two entitie s  (Dese rt S ta r and WestConnect) which were  formed to

provide  more  open access  to the  Arizona  transmission grid. [Id., p. 10] Other costs  include

7 consulting fees , and accounting, lega l, administra tive , and payroll expenses. [Id., pp. 8-10]

8

9 Q,

1 0 A.

1 1

Wh at is  th e  ra te  imp ac t o f TEP 's  p ro p o s ed  Marke t Meth o d o lo g y?

By the  Company's  ca lcula tions , the  Marke t Methodology would re sult in an immedia te  21 .9%

increase  "based on current projections  for wholesa le  marke t power prices". [TEP  Applica tion, p.

1 2 2 ]

13

1 4 Q-

15

1 6

1 7

1 8

1 9

20

2 1

22

Can  you  now s ummarize  TEP 's  p ropos ed  Cos t-o f-Service  Methodo logy?

If the  Commiss ion re jects  the  Marke t Me thodology (e .g. because  it would re sult in

unreasonably high ra tes), TEP neverthe less wants a  ra te  increase  of a  simila r magnitude . It

proposes  to accomplish this  by implementing a  modified ve rs ion of traditiona l ra te  making.

Nomina lly, transmission, dis tribution and genera tion ra tes  would a ll be  based on cost of se rvice

principle s . [Id.] S ignifica ntly, howe ve r, TEP  propose s  to include  both a  $47.5 Million ICRA in

its  ra te  base , and to recover an additiona l $788 million which it re fe rs  to as  a  Termina tion Cost

Regula tory Asse t (TCRA) [Id., p. 7]. The  e ffect of the  proposed TCRA, if approved, would be

to increase  ra tes to nearly the  same level as its  Market proposal.

23

24 Q- Wh at is  in c lu d ed  in  th e  $47.5 millio n  ICRA?

25 A.

26

The  $47.5 million ICRA includes  the  $14.2 million discussed previously, plus  additiona l costs

tha t TEP  incurred in buying out ce rta in coa l contracts , and re financing costs  a ssocia ted with

A.

1 0



1 certa in genera tion asse ts . [Id., pp. 11-12]

2

3 Q. Can you now explain the $788 million TCRA?

4 A. TEP  cla ims tha t the  TCRA re flects  it's  e s tima te  of the  "financia l impact of mee ting its

5 obliga tions under the  1999 Se ttlement Agreement and transitioning back to cost-of-se rvice

6 ra te ma king in 2009". [TEP  Applica tion, p. 7] The  TCRA would be  re cove re d through a  TCRA

7 Charge  a t an ave rage  ra te  of $0.0126 pe r kph. [Id.] TEP  expla ins  the  TCRA as  follows:

8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

The TCRA represents economic harm that will have been suffered by TEP if the
1999 Settlement Agreement is not honored and generation service rates are
based solely on cost-of-service principles. The TCRA will place TEP in the
position it would have been but for the 1999 Settlement Agreement. The amount
of the TCRA included in the Company's rate request under the Cost-of-Service
Methodology is $788 million, which is based on the $111 million revenue
deficiency proved in the 2004 Rate Review. Applying this revenue deficiency,
the Company has determined that it will have foregone revenues in an amount
that will reach $788 million by May 2008. The cumulative balance of the
foregone revenues will grow to $921 million by December 2008. However,
because TEP believes that the continuation of the collection of CTC revenues
beyond May 2008 is a partial mitigation of the losses that TEP has suffered as a
result of the 1999 Settlement Agreement not being honored in till, the
Company is proposing the lower $788 million balance for the TCRA. [Pignatelli
Direct Testimony, p. 20]

24 Q-

25

Are there any other aspects of TEP's proposed Cost-of-Service Methodology that you

would like to mention?

26 A. Yes. Under this  methodology TEP  is  proposing to implement a  Purchased Power and Fue l

27 Adjustment Clause  (P P FAC). Mr. P igna te lli expla ins :

28
29
30
31
32
33
34

TEP does not currently employ a PPFAC. However, in light of the volatile fuel
and purchased power costs experienced in recent years, TEP should have a
PPFAC mechanism in place to provide for the timely recovery of iilel and
purchased power costs incurred ire serving its customers. A PPFAC would serve
the best interests of TEP and its customers. [Id.]

Mr. Hutchins  furthe r e xpla ins :

35
36
37
38

TEP relies on significant quantities of natural gas and purchased power to meet
its retail load. Although TEP has served the majority of its load with company-
owned generating resources, it relies on natural gas and purchased power to
meet a growing percentage of its customer demand. This gas and power is

1 1



purchased a t market prices , so TEP should be a llowed to recover these cos ts
[Hutchens  Direct Tes timony, p. 30]

In addition, TEP  proposed tha t its  Certifica te  of Convenience and Ne ce s s ity ("CC&N") be

restored to its  former exclusive  s ta tus .

6

7 Q~

8

9

1 0

1 1

Wh at is  th e  ra te  imp ac t o f TEP 's  p ro p o s ed  Co s t-o f-Service  Meth o d o lo g y?

By the  Company's  ca lcula tions , the  Cost-of-S e rvice  Me thodology would re sult in a  23.0%

increase  "based on current expecta tions  for future  power supply costs". [TEP  Applica tion, p. 3]

As I will discuss  la te r in my te s timony, a  la rge  portion of this  proposed increase  is  directly

a ttributable  to the  proposed TCRA.

1 2

13

1 4

Q-

A.

Can you describe the Company's proposed Hybrid Methodology?

TEP's Hybrid Methodology selectively combines elements of the Cost of Service and Market

15 Methodologie s . Unde r this  approach, transmiss ion, dis tribution and some generation ra tes

1 6 would  be  ba s e d  on  tra d itiona l cos t o f s e rvice  princ ip le s .  Howe ve r,  TEP 's  in te re s t in  ce rta in

1 7 genera tion asse ts would be  removed firm ra te  base  and designated as wholesa le  asse ts . [Id.]

18
19
20
21
22
23
24
25
26

27
28

The assets excluded from rate base under the Hybrid Methodology are (i) the
Company's interest in Navajo Generating Station Units 1, 2 and 3, and (ii) the
Company's interest in Four Corners Generating Station Units 4 and (the
"excluded generation assets"). These excluded generation assets will be
dedicated to wholesale market transactions, although the power could be used to
supply TEP's retail customers at prices reflecting wholesale market conditions.
In that circumstance, the cost to supply TEP's retail customers from those
excluded generation assets would be recovered through the PPFAC and not base
rates. [Id., p. 7]

29

30

3 1

32

33

Notably, TEP  is  not seeking recove ry of any portion of the  proposed $788 million TCRA unde r

its  propose d Hybrid Me thodology, a lthough it doe s  se e k re cove ry of the  full $47.5 Million

ICRA. The  Hybrid Me thodology a lso include s  a  P P FAC. [P igna te lli Dire ct Te s timony, p. ii]

Furthe r, TEP  proposes  tha t if its  Hybrid Me thodology is  adopted, TEP 's  exclus ive  CC&N would

be  pa rtia lly restored. Specifica lly, TEP  proposes tha t only customers  with a  demand in excess

of MW would be  pe rmitted to obta in gene ra tion se rvice  from a  compe titive  provide r.

A.

1 2



1 Q-

A.

Wh at is  th e  ra te  imp ac t o f TEP 's  p ro p o s ed  Hyb rid  Meth o d o lo g y

2

3

4

By the Compa ny's  ca lcula tions , the Hybrid method would res ult in a  14.9% increa s e "ba s ed on culTent

expecta tions  for future  power s upply cos ts ". [TEP  Applica tion, p. 3] This  is  much les s  tha n the  impa ct of

the  Cos t of Service  Approa ch, prima rily beca us e  the  Hybrid Approa ch does n't include the  TCRA. It is

les s  than the impact of the Market Approach, becaus e fewer genera ting plants  would be moved out of the

ra te base and thus  a  la rger portion of its  genera tion-rela ted ra tes  would continue to be based on

tra ditiona l ra te  s etting principles  - a  much s ma ller fra ction of its  genera ting cos ts  would be tied to the

MGC ca lcula tions

Q- Has  TEP provided  a  com paris on  o f the  ra te  e ffec ts  o f the  th ree  d iffe ren t m e thodolog ies10

11

12

A. Yes. In response to Staff data request 5.11, TEP provided a forecast of unbundled rates for the dare

methodologies for die years 2009 through 2015, in comparison to the test year unbundled rates. As

shown in the following table, TEP's total test year unbundled rates were 8.42 cents per kph. Total 2009

rates under the Cost-of-Service, Market and Hybrid Methodologies are forecast to be 23.4%, 21 .4% and

15.3% greater than the current unbundled rates, respectively

1 6

Test
Year

2009 Forecast Rates
Cost of
Service Market Hybrid¢ I kph

Distribution
Transmission
Must-Run 8; Ancillary
Fixed CTC
Floating CTC

NA NA NA
(2.67)

NA
Generation Non-Fuel
PPFAC

Tota I

Percent Increase 23.4% 21.4% 15.3%

13



As shown in the following table, total 2015 rates under the Cost-of-Service, Market and Hybrid

Methodologies are forecast by TEP to be 34.5%, 16.6% and 25.0% greater than test year rates

respectively

Test
Year

2015 Forecast Rates
Cost of
Service Market Hybrid¢ I kph

Distribution
Transmission
Must-Run & Ancillary
Fixed CTC
Floating CTC

NA NA
NA

NA
(2.67)

NA NA
Generation Non-Fuel
PPFAC

Total

Percent Increa s e

This  forecas t sugges ts  the market approach will be les s  onerous  in illuMe yea rs  than it is  initia lly

However, this  is  tied to the  foreca s t (or a s s umption) tha t the  MGC will only s lightly increa s e  from the

tes t yea r level of 6.66 cents  to 6.99 cents  in 2015. Needles s  to say, there is  no as surance tha t this

forecas t will come to pa s s . If na tura l ga s  prices  continue to es ca la te , or growth in demand for electricity

in Ca lifornia  and the Wes tern United S ta tes  outs trips  growth in new supply, spot market prices  a t Pa lo

Verde could increase drama tica lly, caus ing the MGC to esca la te fa r above the level shown M this

foreca s t

1 4



1 Critiq u e  o f TEP 's  Gen era tio n  P ro p o s a ls

3 Q- Let's turn to the next section of your testimony. As you offer your critique of TEP's

proposals regarding generation rates, to what degree do you consider the aspects of TEP's

proposals relating to the exclusivity of its CC&N?

7

8

9

10

13

14

15

16

17

18

19

20

My comments  be low a re  applicable  to the  a spects  of TEP 's  proposa ls  re la ting to the  pricing of

genera tion regardless  of whe ther the  Commission were  to decide  to restore  any exclusivity to

TEP 's  and CC&N. Essentia lly, I have  se t a side  those  aspects  of TEP 's  proposa l re la ting to its

CC&N, and I am eva lua ting only the  gene ra tion pricing of its  proposa ls . I unde rs tand tha t the

issue  of whe the r the  Commission wants  to ma inta in a  compe titive  re ta il genera tion marke t

structure  is  under considera tion in other docke ts , and I do not be lieve  tha t it would be  necessary

for the  Commission to re solve  tha t issue  for TEP  in this  proceeding. The  de te rmina tion of how

TEP 's  S tandard Offe r Service  is  priced is  not dependent on any particula r resolution of the

CC&N question, and any of TEP 's  pricing mechanisms could theore tica lly exis t whe the r TEP 's

CC&N wa s  e xclus ive  or not. While  I re cognize  tha t the  issue  of whe the r the  Commiss ion will

pe rmit re ta il e lectric competition is  a  s ignificant one , the  Commission can eva lua te  TEP 's

proposed gene ra tion pricing a lte rna tives  without having decided whe the r re ta il compe tition will

be  pe rmitted or not. recommend tha t the  Commission not make  a  decision on the  future  sta tus

of TEP 's  CC&N in this  proce e ding.

21

22 Q-

23

Can you briefly identify some of your concerns with respect to TEP's proposals relating to

market-based generation rates?

24 Yes. TEP 's proposed Market Methodology is based on some incorrect assumptions .__ that it is

25

26

27

entitled to charge  marke t-based genera tion ra tes, and tha t the  resulting ra tes will be  just and

reasonable . Moreover, TEP 's  forecast ra te  comparisons a re  flawed, and could lead the

Commission to incorrect conclusions when eva lua ting the  re la tive  merits  of the  the  proposa ls .

A.

A.

15



Fina lly, TEP 's  Marke t Me thodology will re sult in wide ly fluctua ting ra te s  tha t can ea s ily exceed

levels tha t a re  just and reasonable . And, even if ra tes were  to average  out to a  reasonable  level

over a  long period of time  (something tha t has not been demonstra ted), the  very fact tha t the

ra te s  would fluctua te  so wide ly from month-to-month and yea r-to-yea r is  a  reason for

concluding tha t the  proposed Marke t-based ra tes  would not be  just and reasonable

7 Q,

9

Can  yo u  b rie fly exp la in  yo u r firs t co n cern , TEP 's  as s u mp tio n  th a t it is  en titled  to  ch arg e

marke t-b as ed  g en era tio n  ra tes ?

TEP contends tha t it has the  right to charge  customers for e lectrica l genera tion on the  basis  of

the  MGC formula  se t forth in the  1999 Se ttlement Agreement. S ince  it a ssumes it a lready has

the  right to do this , TEP  makes little  or no e ffort to a rgue  tha t this  is  would be  fa ir, or tha t the

re sulting ra te s  would be  jus t and rea sonable . As  the  Commiss ion knows, RUCO strongly

disagrees  with this  a ssumption. As expla ined in va rious pleadings submitted to the

Commission, RUCO has a  fundamenta lly diffe rent inte rpre ta tion of the  1999 Se ttlement

Agreement, and, even if TEP 's  inte rpre ta tion had some va lidity, it would not nega te  the  need to

demonstra te  tha t the  resulting ra tes will be  just and reasonable something TEP has not even

a ttempted

19 Q, Doesn't the MGC portion of the 1999 Settlement Agreement expire on December 31

2008?

21 A.

A.

Yes, it ce rta inly appears  tha t way to me  in my reading of the  Agreement as  a  non-lawyer. The

purpose  of the  MGC was to deve lop the  floa ting CTC, and under the  te rms of the  Se ttlement

Agreement, the  floa ting CTC will expire  on December 31, 2008. Logica lly, a fte r the  CTC

expires , the  MGC will become unnecessa ry, and thus the  provis ions re la ting to the  MGC would

become  moot. Idon'tsee  any provis ions  in the  S e ttlement Agreement tha t specifica lly

contempla te  using the  MGC for any purpose  othe r than deve loping the  floa ting CTC



1 Q-

2

Does TEP agree that the Settlement Agreement calls for the expiration of the MGC at the

end of 2008?

3 No. TEP  contends tha t the  Se ttlement Agreement is  s ilent as  to the  expira tion of the  MGC.

4

5

6

7

8

9

1 0

11

1 2

13

1 4

15

"While  the  Floa ting CTC te rmina tes  on December 31, 2008, the  agreement se t no expira tion

da te  for the  MGC ra te". [P igna te lli Direct Testimony, p. 14] Pe rhaps more  importantly, TEP

cla ims tha t the  MGC is  of gene ra l applicability - it isn't s imply a  component used in computing

the  floa ting CTC, and tha t the  Se ttlement Agreement "requires  TEP  to charge  the  MGC ra te  for

gene ra tion se rvice". [Id.]

In searching the  text of the  Se ttlement Agreement, I did not find any re fe rences to the

MGC except in the  section 2, "S tranded Cost Recove ry" (pages  4-7 of Attachment No. l to

Decis ion 62103). For ins tance , it says: "The  Floa ting CTC sha ll be  ca lcula ted using a  Marke t

Ge ne ra tion Cre dit CMGC") me thodology and will te rmina te  on December 3 l , 2008."

S imila rly, I did not find any s ta tement in the  Se ttlement Agreement concerning how standard

offe r genera tion se rvice  would be  priced, or tha t prices would be  based on spot marke t prices.

In fact, a t page  8, under Section 4 Unbundled Rates, there  is  a  provision tha t sta tes

1 6
1 7
1 8
1 9
2 0

2 1
2 2

TEP's rates shall be fully unbundled into separate charges for: (a) distribution;
(b) transmission; (c) metering: (d) billing, (e) ancillary services; (f) fixed must-
run generation, (g) system benefits, and (h) standard offer generation, the sum
of TEP's standard offer which shall not exceed a customer's current bundled
rates.

23

24

25

26

27

This language  certa inly doesn't provide  support for the  view tha t the  Se ttlement Agreement

mandates a  substantia l increase  in ra tes above  the  then-existing level of bundled ra tes. To the

contra ry, my impression of this  language  as a  non-lawyer is  tha t the  intent was to ensure  tha t

s tandard offe r customers  (those  who continue  to purchase  energy from TEP) would not face

any increase  in the ir ra tes as a  result of the  unbundling process or other provisions of the

Agreement.

28

29

A.

1 7



1 Q- Can you explain your concern that TEP is simply assuming that rates under its market

approach would be fair and reasonable?

3 Yes. Even if one  inte rpre ted the  Se ttlement Agreement as the  Commission's  expression of

support for S tandard Offe r ra tes  be ing based on marke t-priced genera tion, this  policy does not

and cannot, override  the  constitutiona l requirement for fa ir and reasonable  ra tes. Nor does a

policy pre fe re nce  for compe tition a utoma tica lly e nsure  tha t compe tition will, in fa ct, e xis t. Nor

is  the re  anything about this  policy tha t would require  the  Commission to adopt TEP 's  proposed

marke t" approach

It is  clea r from the  decis ion of the  Court of Appea ls  in the  Phelps  Dodge case that the

Commission is  responsible  for ensuring tha t a ll of the  ra tes charged by TEP are  just and

reasonable  - including gene ra tion ra te s . The  Commiss ion has  broad discre tion in deciding

whether to implement competitive  re ta il genera tion ra tes , but any such action to move  in tha t

direction must be  consis tent with the  requirements  of the  Arizona  constitution -. the

Commission must ensure  that ra tes remain just and reasonable . Yet there  is no assurance  that

marke t prices will be  just and reasonable . The  Commission cannot s imply assume tha t marke t

ra tes  will sa tisfy the  just and reasonable  s tandard, pa rticula rly under a  proposa l tha t will re sult

in a  substantia l increase  in ra tes above  leve ls tha t were  previously found to be  just and

reasonable

19

20 Q-

21

Can you now explain how TEP's rate forecasts might lead the Commission to the wrong

conclusion regarding the relative merits of each approach?

22 A.

23

Yes. ASI expla ined ea rlie r, TEP  estimates  tha t its  proposed Marke t, Cost-of-Service  and Hybrid

methods will re sult in ra te  increases  of 21 .9%. 23.0% and l4.9%, respective ly. TEP 's  ra te

24 comparisons give  the  impression tha t the  Hybrid approach is  less  costly for consumers. The

hybrid approach appears to be  the  most favorable  because  it doesn't include  the  $788 million

TCRA. The  Cost of S e rvice  approach would show even lower costs , if the  TCRA were  excluded

A.

18



1

2

3

4

5

from tha t approach as well. Clearly, these  comparisons hinge  on the  re levance , appropria teness,

and magnitude  of the  TCRA. If the  TCRA were  re jected the  comparison would shift in favor of

the  cost of se rvice  approach, s imila rly, even if the  concept of a  TCRA were  accepted, but TEP 's

ca lcula tions were  re jected, and a  much smalle r TCRA were  approved, the  comparison would

look s trikingly diffe re nt.

6

7 Q- Are  th ere  o th er flaws  in  TEP 's  co mp aris o n  o f fo recas t ra tes ?

8

9

1 0

1 1

Yes. The ra tes forecast by TEP under each of its  proposed methodologies are  based upon a

particula r view of disputed facts , and they a re  based on a  pa rticula r se t of marke t projections,

and they do not adequa te ly portray the  potentia l for s ignificantly diffe rent outcomes, depending

on future  marke t vola tility and unce rta intie s .

1 2

13 Q-

1 4

Can you please explain how the forecast rates are based on the Company's particular view

of disputed facts?

15 Yes. Key components of each forecast a re  dependent on a  varie ty of different revenue

1 6

1 7

1 8

1 9 "is

20

2 1

22

23

24

25

26

requirement and ra temaking ca lcula tions tha t a re  disputed by other parties. These  disputes a re

pa rticula rly s ignificant with rega rd to the  proposed TCRA tha t TEP  proposes  to include  a s  pa rt

of the  Cost-of-Service  Methodology. The  TCRA is  based entire ly on ca lcula tions tha t a re

inhe rently controve rs ia l and specula tive . As TEP 's  witness  expla ins , the  $788 million TCRA

based on the  $1 ll million revenue  de ficiencyproved in the  2004 Ra te  Review". [P igna te lli

Direct Tes timony, p. 20, emphasis  added] However, the  $1 ll million revenue  de ficiency was

mere ly a lleged by TEP , it was never proven, nor did the  Commission ever make  any findings of

fact concerning the  existence , or magnitude  of a  revenue  deficiency a t tha t time. In fact, the

S ta ff and RUCO provided evidence  which suggested a  revenue  de ficiency of $111 million did

not exist. To the  extent these  other parties be lieved a  revenue  deficiency existed, they be lieved

it was s ignificantly le ss  than the  amount cla imed by TEP . The  Commission concluded tha t

A.

A.

1 9



proceeding without making any determination regarding TEP's revenue requirements

3 Q.

4

5

6

Wh at wo u ld  b e  th e  e ffec t o f remo vin g  th e  TCRA fro m TEP 's  co s t o f s e rvice  ra te  fo recas t?

As shown in the  table  be low, removing the  TCRA would bring ra te s  down to leve ls  tha t a re

much close r to the  exis ting ra te s . Ra tes  would increase  by 8.4% in 2009, gradua lly trending up

to a  tota l 19;5% increase  by 2015. It should be  noted tha t these  ca lcula tions assume tha t TEP

7

10

prevails on all disputed revenue requirement issues, and that the proposed PPFAC is accepted

contrary to RUCO's recommendations in this proceeding. If RUCO's positions were adopted

instead, rates would be substantially lower throughout this time period, and much closer to the

existing level of rates.

11

¢ I kph
Distribution
Transmission
Must-Run & Ancillary
Fixed CTC
Floating CTC
MGC
DSM
Generation Non-Fuel
PPFAC
Total

TEP's Cost of Service Forecast Rates
Test Year 2009 2012 2015

1 .98 1 .58 1 .58 1 .58
0.78 0.70 0.70 0.70
0.64 0.55 0.55 0.55
0.97 NA NA NA

(2.67) NA NA NA
6.66 NA NA NA
0.06 NA NA NA

NA 2.99 2.99 2.99
NA 3.31 3.72 4.24

8.42 9.13 9.54 10.07

Percent Increase 8.4% 13.3% 19.5%

13 Q-

14

Can you please comment on TEP's request that it be "compensated" for harm it allegedly

suffered as a result of the 1999 Settlement Agreement - the underlying premise of the

15 TCRA p ro p o s a l?

16 A.

17

18

Ye s . TEP 's  TCRA ca lcula tions  a re  ba s e d pure ly on its  pe rs pe c tive , without cons ide ring the

pe rs pe c tive  of cus tome rs . The  Court of Appe a ls  in P he lps  Dodge ha s  c le a rly s ta te d tha t a  "jus t

a nd re a s ona ble " a na lys is  mus t e ns ure  tha t ra te s  a re  fa ir to both cons ume rs  a nd the  re gula te d

A.

20



Compa ny

Even if the  Commission were  willing to compensa te  TEP  for any impacts  of a  pe rce ived

fa ilure  to abide  by the  1999 Se ttlement Agreement, it should not re ly on TEP 's  cla ims

concerning its  revenue  de ficiency during past yea rs . Those  ca lcula tions a re  highly specula tive

and they a re  inconsistent with the  ana logous ca lcula tions deve loped during the  2004 ra te  review

b y the  S ta ff and othe r pa rtie s . The re  is  s imply no way of knowing whe the r, in the  absence  of

the  ra te  freeze  provided by the  1999 Se ttlement Agreement, the  Commission would have

approved a  ra te  increase  during this  time  period, and if so what the  magnitude  of such an

increase  would have  been

There  is  no "entitlement" to increase  ra tes in the  future  mere ly because  TEP be lieves

ra tes  were  too low in the  past, or tha t a  revenue  deficiency exis ted during portions of the  time

period when its  ra tes  were  frozen. Furthermore , it is  a  matte r of pure  specula tion to conjecture

whe ther the  Commission would have  computed any specific revenue  de ficiency, or tha t it would

have  approved a  ra te  increase , or what the  magnitude  of such an increase  would have  been, if

ra tes  had not been frozen during this  time  period

17 Q. Yo u  men tio n ed  th a t TEP 's  ra te  fo recas ts  d o n 't ad eq u ate ly p o rtray s ig n ifican t d iffe ren ces

18 in volatility and risk. Can you please explain this concern

19 A.

20

22

24

Yes. As I expla ined, under TEP 's  proposed Marke t Methodology, genera tion ra tes  would be

based on the  MGC, which will fluctua te  from month to month. Unde r the  proposed Marke t

Methodology, ra te s  pa id by TEP 's  customers ' will depend heavily on a  ra te  component tha t will

fluctua te  from month to month, in fact, according to TEP 's  forecasts , the  MGC will represent

approximate ly 70% of the  tota l ra te  pa id by TEP 's  customers . Ye t, the  MGC can fluctua te

dramatica lly, in response  to fluctua tions in na tura l gas prices, and imbalances in supply and

demand conditions. Recent his tory has shown the  magnitude  of these  fluctua tions can be  ve ry

dramatic, despite  the  fact tha t the  fact tha t the  actua l cost of genera ting most of the  power used

21



5

6

by TEP 's  customers  is  re la tive ly s table

Exhibit DGH-12, a tta ched to Mr. Hutchen's  direct te s timony, shows monthly MGC

values from January 2000 through February 2007. For convenience , I've  reproduced the  da ta  in

the  table  be low. As shown, during this  time  pe riod the  MGC for non-industria l customers  has

been as  low as $18.56 per month in March 2002, and as  high as  $315.63 per month in August

2001 - a  diffe re nce  of more  tha n l,500%.

22



Date
01/00
02/00
03/00
04/00
05/00
06/00
07/00
08/00
09/00
10/00
11 /00
12/00
01 /01
02/01
03/01
04/01
05/01
06/01
07/01
08/01
09/01
10/01
11/01
12/01
01/02
02/02
03/02
04/02
05/02
06/02
07/02
08/02
09/02
10/02
11/02
12/02
01 /03
02/03
03/03
04/03
05/03
06/03
07/03

MGC
Industrial

24.17
22.78
21 .37
29.21
27.14
28.57
54.37
73.47
60.99
75.40
51 .01
55.63
60.67
59.58
52.51

201 .36
170.89
176.53
272.88
304.02
193.18
33.16
33.87
35.87
25.44
22.03
17.90
20.08
24.08
28.56
31 .02
36.45
30.16
28.61
28.34
33.11
32.65
39.38
42.12
56.18
39.03
37.34
50.89

MGC
Other
25.10
23.65
22.17
30.30
28.15
29.62
56.36
76.22
63.27
78.24
53.55
57.71
62.97
61 .84
54.50

209.07
177.42
183.25
283.31
315.63
200.57
34.41
35.14
37.23
26.39
22.85
18.56
20.83
24.96
29.60
32.15
37.78
31 .27
29.68
29.40
34.35
33.87
40.87
43.71
58.31
40.49
38.75
52.82

Date
08/03
09/03
10103
11/03
12/03
01 /04
02/04
03/04
04/04
05/04
06104
07/04
08/04
09/04
10/04
11/04
12/04
01 /05
02/05
03/05
04/05
05/05
06/05
07/05
08/05
09/05
10/05
11/05
12/05
01 /06
02/06
03/06
04/06
05/06
06/06
07/06
08/06
09/06
10/06
11/06
12/06
01/07
02/07

MGC
Industrial

51 .02
42.43
41 .23
38.37
37.19
39.90
45.46
42.69
40.71
35.71
44.61
55.68
55.68
55.47
41 .46
47.91
60.08
53.17
49,60
49.60
49.74
54.94
50.01
51 .76
60.60
60.04
77.38
95.49
79.70
86.97
74.26
56.70
48.86
43.69
47.99
55.86
56.08
69.32
48.37
43.80
59.44
59.25
50.14

MGC
Other
52.96
44.04
42.81
39.84
38.62
41 .43
47.20
44,33
42.26
37.06
46.30
57.79
57.80
57.58
43.05
49.75
62.39
55.20
51 .50
51 .50
51 .64
57.04
51 .91
53.73
62.90
62.33
80.34
99.15
82.75
90.31
77.11
58.88
50.74
45.37
49.83
58.01
58.24
71 .98
50.23
45.48
61 .73
61 .51
52.06

2

3

4

Admittedly, these  extreme fluctua tions occurred during an unusua l time  period, which everyone

hopes will never be  repea ted. But, there  a re  no guarantees tha t a  milder version of the

supply/demand imba lances  tha t occurred during during the  2001 Ca lifornia  ene rgy cris is  will

23
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relatively calm, the MGC has demonstrated a tendency to fluctuate rather dramatically. The

never occur aga in. In fact, even during the  past few years , when marke t conditions have  been

the  2001 Ca lifornia  e ne rgy cris is . During this  time  pe riod, the  MGC for non indus tn'a l

to month price decreases of more than 25%, and an overall increase from May 2004 to October

cus tome rs  flucma te d firm a  low of $37.06 pe r month in Ma y of 2004, to a  high of $99.15 in

October, 2005. This  pe riod includes  month to month price  increases  of more  than 30%, month

graph be low shows the  MGC da ta  for the  most recent 3 yea r pe riod - a  pe riod which excludes

2005 o f more than  160%
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1 Q.

2

3

4

Wh y are  yo u  co n cern ed  ab o u t vo la tility o f the  MG C?

Under the  Company's  marke t proposa l, the  majority of consumers ' ra tes  would be  de te rmined

by the  MGC, a nd thus  fluctua tions  in the  MGC would tra ns la te  into wide ly fluctua ting ra te s  to

be  pa id by TEP 's  customers. Even if the  average  leve l of MGC-based genera tion ra tes  were

comparable  to those  tha t would be  charged under traditiona l cost of se rvice  ra temaking over a

ten or twenty yea r pe riod, the  ins tability and unpredictability of ra te s  on a  month-to-month or

year-to-year basis  would still make  the  marke t approach comple te ly unacceptable  to the  vast

9

1 0

1 1

1 2

13

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25

26

majority of cus tomers

It is  important to rea lize  tha t most people  a re  risk averse  most of the  time  - they pre fe r

s tability and predictability, and they pa rticula rly dis like  unpleasant surprise s . While  some

people  enjoy gambling small amounts  in the  hope  of ga ining a  la rge  amount, this  is  a  limited

exception to the  more  genera l rule : given a  choice , most people  pre fe r s tability and ce rta inty

when it comes to important financia l ma tte rs  - tha t's  why the re  is  a  thriving marke t for

insurance , and tha t's  why investors demand higher re turns where  risk and uncerta inty exists  .

Given tha t e lectricity is  such a  vita l se rvice  - one  tha t customers  cannot s imply do

without if the  price  is  too high, or too vola tile , it is  not reasonable  to force  customers  to pay

ra te s  tha t fluctua te  wide ly. Fluctua ting ra te s  would wreak havoc on the  budge ts  of both

res identia l and business  customers  - making it difficult to plan ahead, and potentia lly forcing

them into dire  s tra its  if prices  suddenly esca la te  above  anticipa ted leve ls . While  some loca l

businesses may be  able  to recoup higher e lectric costs  by simply ra is ing the ir prices, others

would find this  imposs ible  to do. Unlike  TEP , many loca l bus inesses  do not enjoy any

substantia l degree  of monopoly power, firms will experience  a  sha rp drop in sa les  if they

attempt to increase  prices, as customers buy less of the ir products, or purchase  from businesses

loca ted in Phoenix or e lsewhere . Thus, they would not be  in a  position to s imply increase  or

decrease their prices each month, in response to increases or decreases in TEP's ra tes.

S imila rly, wide ly fluctua ting e lectric ra te s  would crea te  problems for many re s identia l

A.

25



3

4

5

6

7

8

9

1 0

1 1

customers. Vola tile  e lectric ra tes  would obviously have  an adverse  impact on senior citizens

who a re  living on a  fixed income , but they would a lso cause  a  problem for the  vas t ma jority of

residentia l customers, who cannot expect the ir employer to increase  the ir pay every time

e lectric ra te s  increase . And, even if the  highs  and lows eventua lly ave rage  out, it s imply isn't

fa ir to force  customers  to dea l with this  sort of extreme  uncerta inty with respect to something as

important, and unavoidable , a s  the ir monthly e lectric bill. Customers  need a  reasonable  degree

of predictability with re spect to the  cost of e lectricity, so they can make  reasonable  plans , know

how much of the ir monthly budge t they need to se t a s ide  for the ir e lectric bill, and how much

will be  ava ilable  for food, clothing, and othe r expenses.

As noted by the  Court of Appea ls  in P he lps  Dodge , Arizona  courts  "have  consis tently

held tha t 'just and reasonable  ra tes ' a re  those  tha t a re  fa ir to both consumers and public service

1 2 Corpora tions " . [83 P . ad 573, 1]30] The  Arizona  S upreme  Court has  he ld:

13

1 4
15
1 6
1 7
18
1 9
2 0
2 1

2 2

In determining wha t is  a  rea sonable price to be cha rged for s ervices  by a  public
s ervice corpora tion, a n exa mina tion mus t be ma de not only from the point of
view of the corpora tion, but from tha t of the one s erved, a lso. A rea sonable ra te
is  not one a s certa ined s olely from cons idering the bea ting of the facts  upon the
profits  of the corpora tion. The effect of the ra te  upon pers ons  to whom s ervices
a re rendered is  a s  deep a  concern in the fvdng thereof a s  is  the effect upon the
s tockholders  or bonclholders . A reasonable ra te is  one which is  a s  fa ir a s
pos s ible  to a ll whos e interes ts  a re  involved. [Id.]

23

24

25

26

27

28

When considering whether ra tes a re  just and reasonable , the  Commission should not only be

concerned with the  overa ll magnitude  or average  leve l of ra tes . It must take  a ll re levant factors

into conside ra tion, including the  degree  of vola tility and predictability of the  ra te s . From the

consumers ' perspective , ra tes tha t can vary 10, 20 or 30 percent from one  month to the  next

cannot be  considered just and reasonable . The  Commission has recently expressed its  concern

about vola tility in e lectric ra tes . In APS 's  most recent ra te  case , the  Commission re ta ined an

29

30

annua l 4 mil pe r kph cap on the  amount AP S ' power supply adjustor could change , and

re jected S ta ffs  proposa l to a llow the  adjustor to move  an unlimited amount each month. [See ,

26



1 Decision No. 69663 at p. 112]

2

3 Q.

4

5

6

Wh at ab o u t fro m TEP 's  p ers p ec tive?  Is  th e  Co mp an y fac in g  s evere  flu c tu a tio n s  in  its

genera tion  cos ts  from mon th -to -mon th"

No. As expla ined by RUCO witness  Marylee  Diaz Cortez, the  primary source  of TEP 's  power is

from coa l plants  tha t it owns, or leases on a  long te rm basis . During the  test year, TEP

7 genera ted 81% of power from coa l fired plants . [Diaz Cortez Direct Testimony, f.n. 5, p. 27]

8

9

10

11

12

13

14

Another 6.3% was genera ted Hom plants  tha t a re  libe led with na tura l gas, and just 12.6% was

acquired through open marke t purchases . [Id.]

Clearly, the  vast majority of TEP 's  genera ting costs  a re  re la tive ly s table  and predictable ,

compared to the  MGC ra te . To the  extent TEP  faces uncerta inties  with respect to the  cost of

genera ting e lectricity from coa l, tha t unce rta inty primarily exis ts  during the  yea rs  when a  plant

is  be ing planned and constructed, and a  source  of coa l is  be ing obta ined. Once  the  plant is  built

and contracts  have  been signed for a  long te rm coa l supply, the  cost of genera ting power is  quite

15

16

17

18

19

20

21

22

23

24

25

26

stable  and predictable .

Admittedly, the  costs  of genera ting e lectricity with na tura l gas  is  not a s  predictable  on a

long te rm basis  - na tura l gas cannot genera lly be  purchased on a  fixed-price , long te rm basis ,

and the  cost of fue l is  a  la rger proportion of the  tota l cost of a  gas plant (the  cost of plant

construction is  gene ra lly lower). But, a s  I sa id, only a  sma ll minority of TEP 's  gene ra tion is

subject to this  uncerta inty - because  the  vast majority of its  power comes from coa l plants ,

where  costs  a re  much more  predictable .

In e ffect, TEP 's  marke t proposa l would force  its  customers  to suffe r from precise ly the

sort of vola tility tha t TEP  itse lf has  prudently avoided. While  the re  have  been pe riods when

natura l gas may have  looked very a ttractive  from a  tota l cost of production perspective , TEP has

not be t heavily on this  fue l source , and thus it has  minimized the  risks  and uncerta intie s  of

na tura l gas  prices , which fluctua te  wide ly from month to month and yea r to yea r in re sponse  to

A.

27



globa l ene rgy marke ts . Gas prices  a re  s trongly influenced by crude  oil prices , a s  we ll a s  ene rgy

supply and demand conditions a round the  globe , and dias  by politica l deve lopments  in Russia

Venezuela  and the  Middle  East -.- factors tha t a re  comple te ly beyond the  control of TEP, this

Commission, or Arizona  ra te  payers . Ye t, TEP  is  a sking its  customers  to pay e lectric prices  tha t

a re  tied directly to vola tile  marke t indexes tha t a re  heavily influenced by those  same

unce rta intie s

8 Q. You have been discussing the potential volatility of prices under the Market proposal

Would electric prices also vary under the two alternative approaches proposed by TEP?

10 Yes. Both the  Cost-of-S e rvice  and Hybrid Me thodologie s  include  a  P P FAC, which would va ry

over time . However, the  P P FAC would be  upda ted annua lly, while  the  MGC is  modified eve ry

month. Also, as  shown in the  table  above , the  PPFAC under both the  Cost-of-Service  and

Hybrid Me thodologie s  would comprise  a  s ignificantly sma lle r pe rcentage  of ove ra ll ra te s  than

the  MGC under the  Marke t Methodology, and thus  ra te s  would not be  nea rly a s  vola tile , even if

the  PPFAC is  approved. However, it is  worth noting tha t RUCO does not agree  with the  PPFAC

proposa l. As expla ined by Ms. Diaz Cortez, RUCO be lieves the  proposed PPFAC does not mee t

the  Arizona  Court of Appea ls ' e ligibility requirements  for an automatic adjustment mechanism

RUCO therefore  recommends the  Commission re ject TEP 's  request for a  PPFAC

19

20 Q-

21

Can competitive market data be used to determine just and reasonable rates?

doubt it, at least given the current status of competitive markets. In its FERC Form 1 TEP has

22 admitted tha t re ta il e lectric competition is  e ssentia lly non-exis tent in its  se rvice  a rea . As

expla ined by TEP

24 As a result of the energy crisis in California in 2000 and 2001 and the volatility
of natural gas prices, the competitive retail market in Arizona that was
anticipated in 1999 did not materialize. In addition, a 2005 Arizona Court of
Appeals ruling held certain portions of the ACC's retail competition rules
invalid. Currently, none of TEP or UNS Electric's customers are receiving
energy from other providers, however we cannot predict if retail competition

A.

A.
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1

2

3

will enter the Arizona market. [TEP FERC Form 1, p. K-18]

TEP paints a more encouraging picture of competition at the wholesale level:

4
5
6
7
8

Competition in wholesale markets has greatly escalated due to increased
participation by utilities, non-utility generators, independent power producers
and other wholesale power marketers and brokers. [id.]

9

10

11

12

13

14

15

16

17

18

19

But, even if competition in wholesale spot markets is escalating, that doesn't mean the

wholesale market is fully mature, or that the Commission can rely entirely on market price

information to establish retail prices that are fair and reasonable.

Among other problems, there is not sufficient market data available for the price of

power generated over long time periods, stretching 10 or more years into the future. For

instance, the data included in the MGC calculations is focused on short term, or spot~market,

transactions, none of the underlying index data extends even 5 years into the future. Yet, the

actual costs incurred by TEP are being incurred on a long tern, relatively stable basis extending

over multiple decades. For instance, the typical base load generating plant has a useful life of 40

or more years, and it is not unheard of for a generating plant to be still operating 60 or more

years after it was constructed.

20

21

22

23

24

25

26

27

The Commission must ensure that rates are fair to both producers and consumers, that

rates are reasonably adequate to cover the hill cost of producing power over a typical plant's

entire life cycle, and that rates do not greatly exceed those fully compensatory levels, in order to

ensure that customers are also treated fairly. It is hard to see how the Commission can reconcile

all of these concerns if it were going to tie rates purely to short term market prices - prices that

only extend a few years into the future, leaving great uncertainty about the adequacy or

excessiveness of price levels in future years - during the later part of the life cycle of a newly

constructed plant.

28

29

In any event, regardless of whether or not it is theoretically possible to develop just and

reasonable rates by relying in part on wholesale market price data, the specific proposal offered

29



by TEP  is  c le a rly not up  to  the  ta s k

2

3 Q-

4

5

6

7

8

9
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16
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18

19

20
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22

23

Should  the Commis s ion  als o  cons ider the actual c ircums tances  facing  TEP and  its

cus tomers  .- includ ing  the s pecific  h is to ry and  cos ts  as s ociated  with  its  generating  p lan ts ,

in  d e te rmin in g  wh eth er ra tes  a re  ju s t an d  reas o n ab le?

Yes, I be lieve  it should. TEP 's  exis ting genera ting plants  were  a ll constructed as  pa rt of an

inte gra te d Ge ne ra tion, Tra nsmiss ion a nd Dis tribution utility. This  is  pa rticula rly s ignifica nt

with re spect to its  coa l plants , which required long construction lead times and involve  ve ry

long ope ra ting lives . While  these  plants  offe r cost s tability, they require  investments  tha t s tre tch

over many decades .-. risks tha t have  historica lly been borne  in part by TEP 's customers under

the  traditiona l ra te  making process.

Under the  traditiona l ra temaking process, TEP 's  customers have  been required to

re imburse  the  reasonable  and prudent costs  incurred by the  utility, including the  cost of plants

tha t were  constructed by the  utility to se rve  its  na tive  load, regardless of whether those  plants

happened to have  higher or lower costs  than other plants  built by other utilitie s  during the  same

time  period, and regardless  of whether the  resulting tota l cost of e lectricity happened to be

highe r or lower than the  spot marke t price  of e lectricity ava ilable  for short te rm purchase  from

othe r utilitie s . Thus, for example , customers  were  required to pay the  full cost of coa l-based

power, even if short te rm blocks of na tura l gas-based power happened to be  ava ilable  on the

open marke t a t a  lower cost during a t a  pa rticula r point in time .

The  equitable  principles  behind this  long-standing a rrangement he lps expla in why the

Commission was concerned about the  possibility of "s tranded" costs , and why it provided the

CTC mechanism, to ensure  tha t customers  - not TEP  - would be  re sponsible  for paying for any

24 costs  tha t othe rwise  might have  been "s tranded" during a  transition to re ta il compe tition. In

25

26

effect, customers were  expected to be  "guarantors" to ensure  tha t TEP would have  an adequate

opportunity to recover the  full cost of its  exis ting genera ting plants , even if the  cost of power

A.
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17
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1 9

20

2 1

ge ne ra te d by thos e  pla nts  ha ppe ne d to be  highe r tha n the  going ma rke t price .

More ove r, tra ditiona l ra te  ma king s hifts  a  d is proportiona te  s ha re  of the  cos ts  of p la nts

onto  cus tome rs  during the  e a rly ye a rs  of a  p la nt's  ope ra ting life  cyc le , through the  de pre c ia tion

a nd re turn on ra te  ba s e  proce dure s . Ra the r tha n cha rging a  "le ve lize d" price  which re ma ins

cons ta nt ove r the  pla nt's  e ntire  life  cycle , or a n e s ca la ting price  tha t incre a s e s  with  the  ge ne ra l

le ve l of price s , unde r tra ditiona l cos t-ba s e d ra te ma king princ iple s , ra te s  a re  highe s t in  the  e a rly

ye a rs , a nd lowe s t in  the  fina l ye a r's  of the  p la nt's  life  cyc le  -- whe n the  pla nt is  la rge ly, if not

e ntire ly de pre cia te d. In a  s e ns e , unde r s ta nda rd ra te  ma king pra ctice s , the  cos t of ne wly

cons truc te d  p la nts  is  "front-loa de d" onto  cus tome rs , forc ing  the m to  pa y a  d is proportiona te ly

high  portion  of the  life  cyc le  cos t in  ye a rs  right a fte r a  ne w pla nt goe s  in to  s e rvice . This  burde n

wa s  offs e t by the  e xpe c ta tion tha t cus tome rs  would  ge t the  be ne fit of lowe r price s  in  the  fina l

ye a rs  of the  pla nt's  life  cycle , whe n the  pla nt is  a lmos t e ntire ly de pre c ia te d, a nd thus  a  re la tive ly

s ma ll a mount would a ppe a r in  the  ra te  ba s e .

Give n th is  h is torica l pra c tice , it would  c le a rly be  unfa ir a nd unre a s ona ble  to  force

cus tome rs  to pa y high s pot-ma rke t ba s e d ra te s  now, de s pite  ha ving he lpe d s ha re  the  burde ns

a nd ris ks  a s s ocia te d with TEP 's  e xis ting ge ne ra ting pla nts , a nd de s pite  ha ving pa id highe r-tha n-

a ve ra ge  ra te s  during the  e a rly ye a rs  imme dia te ly a fte r the s e  pla nts  we nt into ope ra tion. S ta te d

a nothe r wa y, jus t a s  it would  not ha ve  be e n fa ir to  TEP  to  s imply ignore  the  proble m of s tra nde d

cos ts  if s pot ma rke t price s  a re  much lowe r tha n TEP 's  a c tua l cos ts , it would not be  fa ir to

cus tome rs  to  s imply ignore  the  a na logous  proble m in  the  o the r d ire c tion, if s pot ma rke t price s

a re  high re la tive  to  TEP 's  a c tua l cos ts .
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1 Recommendations

3 Q-

4

5 A.

Let's turn to the final section of your testimony. What do you recommend the

Commission do with regard to TEP's proposed treatment of generating costs?

I recommend that the Commission reject both the Market and Hybrid Methodologies. The

6

7

8

9

1 0

1 1

1 2

13

14
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1 6

1 7

1 8

1 9

20
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22

23

24

25

26

linchpin for a ll of TEP 's  gene ra tion proposa ls  is  its  cla im tha t it is  entitled to cha rge  MGC-based

ra tes for genera tion sta rting on January 1, 2009. Yet, the  1999 Se ttlement Agreement does not

say anything about how ra tes  will be  computed a fte r 2008 - it only indica tes  tha t the  ra te  freeze

will end, suggesting an opportunity for TEP  to request changes in its  ra te s , and an opportunity

for other pa rtie s  to submit evidence  concerning wha t they be lieve  would be  reasonable  for the

Commission to do in response  to such a  request.

S ignificantly, TEP  tie s  its  cla im to provisions in the  1999 Se ttlement Agreement

conce rning the  MGC, but the  MGC is  only used to ca lcula te  the  floa ting CTC, which provided a

mechanism for recovery of s tranded costs  from customers  who s ta rt purchasing from

competitive  energy provide rs . S ince  the  MGC is  not mentioned e lsewhere  in the  Agreement

and is  not used for any othe r purpose , the re  is  no logica l basis  for a ssuming tha t the  MGC will

live  on, a fte r the  floa ting CTC expire s . It would be  doubly unrea sonable  for the  MGC to live  on

indefinite ly, and to e ffective ly control the  leve l of ra te s  pa id by captive  customers , conside ring

tha t TEP never even experienced a  rush of customers leaving its  system to purchase  from

competing energy providers , and thus it never actua lly suffe red from the  problem of s tranded

costs  which led to crea tion of both the  MGC and the  CTC in the  firs t place .

I would a lso note  tha t, the  Commission should keep in mind tha t its  re sponsibilitie s  go

fa r beyond simply resolving a  dispute  over language  in a  lega l document. There  a re  overriding

public policy conside ra tions  which must conce rn the  Commiss ion, and the  prope r re solution of

this  issue  should take  those  public policy conside ra tions  into account. However the  1999

Settlement Agreement is  inte rpre ted, it cannot, and should not, be  the  only factor considered by

32



1

2

3

4

the  Commission, because  tha t document does not in any way supersede  this  Commission's

obliga tions to ensure  tha t ra tes  a re  just and reasonable . Tha t constitutiona l obliga tion requires

the  Commission to take  appropria te  steps to ensure  tha t customers are  trea ted fa irly, regardless

of how tha t document is  worded.

5

6 Q- What methodology should the Commission use to set generation rates?

7

8

The  Marke t and Hybrid me thodologie s  should not be  used, because  they will re sult in

excessive , unreasonably vola tile  ra tes, which would impose  an unnecessary and unreasonable

9 burden on customers.

1 0

1 1

1 2

13

14

15

I recommend the  Commission use  a  traditiona l cost-of-se rvice  me thodology in se tting

a ll ra te s , including genera tion ra te s . However, RUCO recommend the  Commission re ject TEP 's

proposed TCRA Charge , because  it is  based upon incorrect premises is  further expla ined by

RUCO witne ss  Marylee  Diaz Cortez. Furthe r, TEP 's  TCRA ca lcula tions  a re  highly specula tive ,

and they a re  based upon disputed cla ims regarding an a lleged revenue  deficiency - cla ims tha t

were  never resolved by the  Commission. For a ll these  reasons, the  TCRA proposa l should be

16 rejected.

17

1 8 Q-

A.

Does this conclude your testimony refiled on February 29, 2008?

1 9 Yes, it does.

A.
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Appendix A, Direct Testimony of Ben Johnson, Ph.D.
On Behalf of Residential Utility Consumer Office
Docket No. E-10933A-CS-0650

Appendix A

Qualifications

Present Oecupation

Q- What is your present occupation?

A.

economic and analytic consultants specializing in the area of public utility regulation.

Educational Background

Q, What is your educational background?

I graduated with honors from the University of South Florida with a Bachelor of Arts

degree in Economics in March 1974. I earned a Master of Science degree in

Economics at Florida State University in September 1977. The title of my Master's

Thesis is a "A Critique of Economic Theory as Applied to the Regulated Firm." Finally,

I graduated from Florida State University in April 1982 with the Ph.D. degree in

Economics. The title of my doctoral dissertation is "Executive Compensation, Size,

Profit, and Cost in the Electric Utility Industry."

Clients

Q- What types  of clien ts  employ your firm?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Much of our work is performed on behalf of public agencies at every level of

government involved in utility regulation. These agencies include state regulatory

A.
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Appendix A, Direct Tes timony of Ben J ohns on, P h.D.

On Behalfof Res idential Utility Cons umer Office
Docket No. E-10933A-CS~0650

1

2

3

commis s ions , public couns els , a ttorneys  genera l, a nd loca l governments , a mong others .

We a re  a ls o employed by va cuous  priva te  orga niza tions  a nd firms , both regula ted a nd

unregula ted. The divers ity of our cliente le  is  illus tra ted below.

4

5 Regula tory Commis s ions

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Alabama P ublic S ervice Commis s ion--P ublic S taff for Utility Cons umer P rotection

Alas ka Public Utilities  Commis s ion

Arizona Corporation Commis s ion

Arkansas  Public Service Commiss ion

Connecticut Department of P ublic Utility Control

Dis trict of Columbia Public Service Commis s ion

Idaho Public Utilities  Commis s ion

Idaho State Tax Commis s ion

Iowa Department of Revenue and Finance

Kans as  S tate Corporation Commis s ion

Maine P ublic Utilities  Commis s ion

Minnes ota Department of Public Service

Mis s ouri Public Service Commis s ion

National As s ociation of S tate Utility Cons umer Advocates

Nevada Public Service Commiss ion

New Hamps hire Public Utilities  Commis s ion

North Carolina Utilities  Commis s ion-P ublic  S taff

Oklahoma Corporation Commis s ion

Ontario Minis try of Culture and Communications

Staff of the Delaware Public Service Commis s ion

Staff of the Georgia Public SeMce Commis s ion

Texas  Public Utilities  Conunis s ion

Virginia S tate Corporation Commis s ion

Was hington Utilities  and Trans portation Commis s ion

2
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3

4

West Virginia Public Service Commission--Division of Consumer Advocate

Wisconsin Public Service Commission

Wyoming Public Service Commission

Public Counsels

Arizona Residential Utility Consumers Office

Colorado Office of Consumer Counsel

Colorado Office of Consumer Services

Connecticut Consumer Counsel

District of Columbia Office of People's Counsel

Florida Public Counsel

Georgia Consumers' Utility Counsel

Hawaii Division of Consumer Advocacy

Illinois Small Business Utility Advocate Office

Indiana Oiiice of the Utility Consumer Counselor

Iowa Consumer Advocate

Maryland Office of People's Counsel

Minnesota Office of Consumer Services

Missouri Public Counsel

New Hampshire Consumer Counsel

Ohio Consumer Counsel

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Pennsylvania Office of Consumer Advocate

Utah Department of Business Regulation--Committee of Consumer Services

25

26

27

28

29

30

31

Attorneys General

Arkansas Attorney General

Florida Attorney General-Antitrust Diw'sion

Idaho Attorney General

Kentucky Attorney General

Michigan Attorney General

3
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Minnesota Attorney General

Nevada Attorney General's Office of Advocate for Customers of Public Utilities

South Carolina Attorney General

Utah Attorney General

Virginia Attorney General

Washington Attorney General

8 Local Governments

City of Austin, TX

city of Corpus Christi, TX

City of Dallas, TX

City of El Paso, TX

City of Galveston, TX

City of Norfolk, VA

City of Phoenix, AZ

City of Richmond, VA

City of San Antonio, TX

City of Tucson, AZ

County of Augusta, VA

County of Henrico, VA

County of York, VA

Town of Ashland. VA

9

1 0

Town of Blacks burg, VA

Town of P ecos  City, TX
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1 Other Government Agencies

2

3

4

5

6

7

8

9

Canada-Department of Communications

Hillsborough County Property Appraiser

Provincial Governments of Canada

Sarasota County Property Appraiser

State of Florida-Depamnent of General Services

United States Department of Justiee--Antitrust Division

Utah State Tax Commission

1 0

11 Regulated Films

1 2

13

1 4

15

16

17

18

1 9

2 0

2 1

2 2

23

2 4

25

2 6

2 7

2 8

2 9

3 0

3 1

Alabama Power Company

Americall LDC, Inc.

BC Rail

CommuniGroup

Florida Association of Concerned TelephoneCompanies, Inc.

LDDS Communications, Inc.

Louisiana/Mississippi Resellers Association

Madison County Telephone Company

Montana Power Company

Mountain View Telephone Company

Nevada Power Company

Network I, Inc.

North Carolina Long Distance Association

Norther Lights Public Utility

Otter Tail Power Company

Pan-Alberta Gas, Ltd.

Resort Village Utility, Inc .

South Carolina Long Distance Association

Stanton Telephone

5
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1

2

3

4

Teleconnect Company

Tennessee Resellers' Association

Westel Telecommunications

Yelcot Telephone Company, Inc.

5

6 Other P riva te  Orga niza tions

Arizona Center for Law in the Public Interes t

Black United Fund of New Jersey

Casco Bank and Trus t

Coalition of Bois e Water Cus tomers

Colorado Energy Advocacy Office

Eas t Maine Medical Center

Georgia Legal Services  Program

Harris  Corporation

Helca Mining Company

Idaho Small Timber Companies

Independent Energy Producers  of Idaho

Inters tate Securities  Corporation

J .R. S ir plot Company

Merrill Trus t Company

MICRON Semiconductor, Inc.

7

8

9

1 0

11

12

13

1 4

15

1 6

1 7

18

1 9

2 0

2 1

2 2

23

2 4

25

2 6

2 7

28

2 9

3 0

Native American Rights  Fund

P er Bay Memorial Hos pital

Rosebud Enterpris es , Inc.

Skokornis h Indian Tribe

State Farm Insurance Company

Twin Falls  Canal Company

World Center for Birds  of P rey

6
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1 Prior Experience

Before becoming a consultant, what was your employment experience

From August 1975 to September 1977, I held the position of Senior Utility Analyst

with Office of Public Counsel in Florida. From September 1974 until August 1975, I

held the position of Economic Analyst with the same office. Prior to that time, I was

employed by the law firm of Holland and Knight as a corporate legal assistant

In how many formal utility regulatory proceedings have you been involved?

As a result of my experience with the Florida Public Counsel and my work as a

consulting economist, I have been actively involved in approximately 400 different

formal regulatory proceedings concerning electric, telephone, natural gas, railroad, and

water and sewer utilities

Have you done any independent research and analysis in the yield of regulatory

economics

Yes, I have undertaken extensive research and analysis of various aspects of utility

regulation. Many of the resulting reports were prepared for the internal use of the

Florida Public Counsel. Others were prepared for use by the staff of the Florida

Legislature and for submission to the Arizona Corporation Commission, the Florida

Public Service Cormnission, the Canadian Department of Communications, and the

Provincial Governments of Canada, among others. In addition, as I already mentioned

my Master's thesis concerned the theory of die regulated Linn
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1 Q. Have you testified previously as an expert witness in the area of public utility

regulation

Yes. I have provided expert testimony on more than 250 occasions in proceedings

before state courts, federal courts, and regulatory commissions throughout the United

States and in Canada. Shave presented or have pending expert testimony before 35

state commissions, the Interstate Commerce Commission. the Federal Communications

Commission, the District of Columbia Public Service Commission, the Alberta, Canada

Public Utilities Board and the Ontario Ministry of Culture and Communication

1 0 Q- What types of companies have you analyzed?

My work has involved more than 425 different telephone companies, covering the

entire spectnun Hom AT&T Communications to Stanton Telephone, and mole than 55

different electric utilities ranging 'm size lion Texas Utilities Company to Savannah

Electric and Power Company. Shave also analyzed more than 30 other regulated firms

including water, sewer, natural gas, and railroad companies

1 7

1 8

Teaching and Publieations

Have you ever lectured on the subject of regulatory economics

Yes, I have lectured to undergraduate classes in economics at Florida State University

on various subjects related to public utility regulation and economic theory. Shave also

addressed conferences and seminars sponsored by such institutions as the National

Association of Regulatory Utility Commissioners (NARUC), the Marquette University

College of Business Administration, the Utah Division of Public Utilities and the

University of Utah, the Competitive Telecommunications Association (COMPTEL), the
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International Association of Assessing Officers (IAGO), the Michigan State University

Institute of Public Utilities, the National Association of State Utility Consumer

Advocates (NASUCA), the  Rural Electiitication Administra tion (REA), North Carolina

State University, and the National Society of Rate of Return Analysts.

Q. Have you published any articles concerning public utility regulation?

A. Yes, Shave authored or co-authored the following articles and comments:

"Attrition: A Problem for Public Utilities--Comment."P ublic  Utilitie s  Fortnightly,

March 2, 1978, pp. 32-33.

"The AttritionProblem:Underlying Causes and Regulatory Solutions." Public Utilities

Fortnightly, March 2, 1978, pp. 17-20.

'TheDilemma in Mixing Competition with Regulation" Public Utilities Fortnightly,

February 15, 1979, pp. 15-19.

"Cost Allocations: Limits, Problems, and Alternatives."P ublic  Utilitie s  Fortnightly,

December 4, 1980, pp. 33-36.

"AT&T is  Wrong." the  New York Times , February 13, 1982, p. 19.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

"Deregulation and Divestiture in a Changing Telecommunications Industry," with

Sharon D. Thomas. Public Utilitie s  Fortnightly, October 14, 1982, pp. 17-22.

r

9
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Is the  Debt-Equity Spread Always Positive?" Public Utilitie s  Fortnight

November 25, 1982, pp. 7-8

'Worldng Capital: An Evaluation of Alternative Approaches."Ele ctric Ra te -Ma king

December 1982/January 1983, pp. 36-39

The Staggers Rail Act of 1980: Deregulation Gone Awry," with Sharon D. Thomas

Wes t Virginia  Law Review, Coal Issue  1983, pp. 725-738

Bypassing the  FCC: An Altera tive  Approach to Access Charges." P ublic  Utilitie s

Fortnightly, March 7, 1985, pp. 18-23

On the Results of the  Telephone Network's Demise-Comment," with Sharon D

Thomas. P ublic  Utilitie s  Fortnightly, May 1, 1986, pp. 6-7

'Universal Local Access Service Tariffs: An Alternative Approach to Access

Charges." In P ublic Utility Re gula tion in a n Environme nt of Cna nge , edited by

Patrick C. Mann and Harry M. Trebing, pp. 63-75. Proceedings of the Institute  of

Public Utilities Seventeenth Annual Conference. East Lansing, Michigan: Michigan

State University Public Utilities Institute, 1987

With E. Ray Canterbury. Review of The Economics of Telecommunications: Theory

and Policy by John T. Wanders.Southern Economic Journal 54.2 (October 1987)

1 0
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"The Marginal Costs of Subscriber Loops," A Paper Published in the Proceedings of

the Symposia on Marginal Cost Teclmiques for Telephone Services. The National

Regulatory Research Institute , July 15~l9, 1990 and August 12-16, 1990.

With E. Ray Canterbery and Don Reading. "Cost Savings 80m Nuclear Regulatory

Reform: An Econometric Model." Southern Economic Journal, January 1996.

Professional Memberships

Q-

A

Do you belong to any professional societies?

1

2

3

4

5

6

7

8

9

10

11

12

Yes. I am a member of the American Economic Association.

11
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1 INTRODUCTION

Please state your name, position, employer and address

Rodney L. Moore, Public Utilities Analyst v

Residential Utility Consumer Office ("RUCO")

1110 West Washington Street, Suite 220

Phoenix. Arizona 85007

Please state your educational background and qualifications in the utility

regulation field

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate case and regulatory matters in

which I have participated

Please state the purpose of your testimony

The purpose of my testimony is to present RUCO's recommendations

regarding the "Cost of Service" proposal in Tucson Electric Power

Company's ("Company" or "TEP") application for the establishment of just

and reasonable rates and charges designed to realize a reasonable rate

of return on the fair value of its operations throughout the state of Arizona

The test year utilized by the Company in connection with the preparation

of this application is the 12-month period that ended December 31, 2006
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1 BACKGROUND

2

3

4

5

6

7

Please describe your work effort on this project.

I obtained and reviewed data and performed analytical procedures

necessary to understand the Company's filing as it relates to operating

income, rate base and the Company's overall revenue requirement. My

recommendations are based on these analyses. Procedures performed

include the in-house formulation and analysis of eleven sets of data

8

9

10

requests, the review and analysis of Company responses to Arizona

Corporation Commission ("Commission" or "ACC") Staff data requests,

conversations with Company personnel and the review of prior ACC

11 dockets related to TEP.

12

In Decision No. 62103. dated November 30, 1999, the Commission

approved a Settlement Agreement, which approved rate reductions for

residential and business customers, set the amount, method and recovery

period of stranded costs that TEP can collect in customer charges, and

established unbundled rates

19 What areas will you address in your testimony

20 A I will address issues related to rate base, operating income and revenue

requirements

RUCO's witness Mr. William Rigsby will provide an analysis of the cost of

Q.

A.

Q.

capital
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1 RUCO's witness Ms. Marylee Diaz Cortez will address issues related to

2 rate base, operating income and revenue requirements.

RUCO consultant Mr. Glen Gregory will address issues related to the cost

of service study and rate design

RUCO consultant Mr. Ben Johnson will also address additional issues

related with the two alternate ratemaking methodologies, the "Market

Methodology" and the "Hybrid Methodology

9 Q

10 A

Please identify the exhibits you are sponsoring

I am sponsoring Schedules numbered RLM-1 through RLM-18

12 SUMMARY OF ADJUSTMENTS

13 Q

15 A

Please summarize the adjustments to rate base and operating income

issues addressed in your testimony

My testimony addresses the following issues

Rate Base

Accumulated Depreciation - This adjustment is the difference in the

computation of the accumulated depreciation produced by the

implementation of different depreciation rates between the Company and

RUCO

Soringerville Unit 1 - RUCO witness Ms. Diaz Cortez addresses this

adjustment

Luna Plant - RUCO witness Ms. Diaz Cortez addresses this adjustment
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1 Implementation Cost Regulatory Asset RUCO witness Ms. Diaz Cortez

2

3

addresses this adjustment.

FAS 143 Accumulated Depreciation Write-Off - RUCO witness Ms. Diaz

Cortez addresses this adjustment

Allowance For Working Capital - This adjustment is the difference in the

level of expense recommendations calculated by the Company and

RUCO

Op era ting  Inco me

Springervilie Unit 1 Costs - RUCO witness Ms. Diaz Cortez addresses this

adjustment

Annualized Depreciation and Amortization Expenses- This adjustment

reflects the level of test-year depreciation expense based on RUCO's

adjusted gross plant in service and the Company-proposed depreciation

ra te s

Disallowance Of Inappropriate/Unnecessary Expenses RUCO's

adjustment to operating expenses removes inappropriate expenditures not

necessary in the provisioning of electric service

Supplemental Executive Retirement Plan RUCO's adjustment reflects

disallowing the costs for the supplemental executive retirement plan

ThisIncentive Compensation adjustment splits the incentive

50/50 basis to conform to the recentcompensation expenses on a

Commission Decision in the UNS Gas rate case
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1

2

Rate-Case Expense - This adjustment is based on RUCO's determination

of the fair and reasonable cost to TEP ratepayers for this application

3

4

5

process.

Property Tax - This adjustment reflects the appropriate level of property

tax expense given RUCO's recommended level of net plant in service.

6 Normalization Of Overhead Line Maintenance Expense RUCO's

7 adjustment normalizes the test-year level of overhead line maintenance

8 expense.

9

10

Penalty and Fine Expenses - RUCO's adjustment to operating expenses

removes expenditures not prudent in the provisioning of electric service.

11 Luna Plant Costs RUCO witness Ms. Diaz Cortez addresses this

12 adjustment.

13

14

Implementation Costs Regulatory Assets - RUCO witness Ms. Diaz Cortez

addresses this adjustment.

15 Payroll This adjustment maintains RUCO's strict adherence to the

16

17

18

19

historical test-year principle and disagrees with the Company's proposed

proforma adjustment, which averages the payroll expenses for two years.

Payroll Tax - This is a companion adjustment to the payroll expense and

is adjusted for same reasons as stated above.

20 Renewable Resources This is a conforming adjustment corresponding

to the Company's acknowledgment of an omission of $19,274 in expenses

to the original filing
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1 Bad Debt Expense - RUCO witness Ms. Diaz Cortez addresses this

2 adjustment.

3 Navajo Coal Contract - RUCO witness Ms. Diaz Cortez addresses this

4 adjustment.

Customer Care and Billing.- This adjustment removes the cost increase

associated with the implementation of a new customer information system

Gain On Sale of SO2 Allowances RUCO witness Ms. Diaz Cortez

addresses this adjustment

Employee Recognition - RUCO's adjustment removes costs recorded in

the test year associated with employee recognition expenses

Employee Benefits RUCO's adjustment removes costs recorded in the

test year associated with some employee benefit expenses

Lime Usage Costs RUCO witness Ms. Diaz Cortez addresses this

adjustment

Short-Term Sales - RUCO witness Ms. Diaz Cortez addresses this

adjustment

Generating Facilities - Operating Lease - RUCO witness Ms. Diaz Cortez

addresses this adjustment

Miscellaneous Revenues - RUCO witness Ms. Diaz Cortez addresses this

adjustment

Wholesale Trading Activity - RUCO witness Ms. Diaz Cortez addresses

this adjustment
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1 Rate-Case Expenses Associated With Docket No. E-01933A-05-0650

2 RUCO witness Ms. Diaz Cortez addresses this adjustment.

3

4

Income Tax - This adjustment reflects income tax expenses calculated on

RUCO's recommended revenues and expenses.

5

6 REVENUE REQUIREMENTS

7

8

Please summarize the results of RUCO's analysis of the Company's filing

and state RUCO's recommended revenue requirement.

As outlined in Schedule RLM-1, based on the "Cost of Service" model9

10

11

RUCO is recommending that the increase in the Company's revenue

requirement not exceed :

12 TEP RUCO DiFFERENCE

13 $158,186,000 $36,254,000 ($121 ,932,000)

14

15

16

My recommended revenue requirement percentage increase versus the

Company's proposal is as follows:

17

A.

Q.

TEP RUCO DIFFERENCE
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1

2

3

4

RUCO's recommended increase in Fair Value Rate Base ("FVRB") based

on the equal weighting of a 50/50 split between Original Cost Rate Base

("OCRB") and Reconstruction Cost New Depreciated Rate Base ("RCND")

is summarized on Schedule RLM-1 :

5 TEP RUCO DIFFERENCE

6 $1 ,416,014,000 $1 ,359,709,000 ($56,305,000)

7

8

The detail supporting RUCO's recommended rate base is presented on

Schedules RLM-2, RLM-3, RLM-4, RLM-5 and RLM-6.

9

10 RUCO's recommended required operating income is shown on Schedule

11 RLM-1 as:

12 TEP RUCO DIFFERENCE

$82,069,000 $72,667,000 ($9,402,000)

Schedule RLM-1 presents the calculation of RUCO's recommended

revenue requirement

18 RATE BASE

19 Determination Of Fair Value Rate Base

20 Q Please explain the basis for your determination of the FVRB as shown on

Schedule RLM-1

22 A RUCO's determination of the FVRB consists of three elements. First. the

value of the OCRB was restated to reflect RUCO's adjustments to the
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1

2

3

4

various rate base determinants. Second, the value of the RCND was

computed. As shown on supporting Schedule RLM-2, RUCO computed

RCND by multiplying RUCO's OCRB by the ratio of the Company's OCRB

to its RCND as filed. Third, the FVRB was computed on an equally

weighted basis (50/50 split) between RUCO's OCRB and RCND

7 Please elaborate on the first element of RUCO's FVRB determination

8 A The first element consists of several adjustments to the OCRB. The

10

aggregate adjustment was corroborated between myself and RUCO

witness Ms. Diaz Cortez. As shown on Schedule RLM-4, wasI

responsible in part for Adjustment No. 1 and for Adjustment No. 6. Ms

Diaz Cortez analyzed the remaining rate base adjustments

RUCO Rate Base Adjustment No. 1 - Accumulated Depreciation

15 Q Please explain RUCO's adjustment to the accumulated depreciation

balance

17 A The full explanation of this adjustment is a coordinated effort between

myself and RUCO witness Ms. Diaz Cortez. I will provide clarification of

the various computations involved in this adjustment. Ms. Diaz Cortez will

illuminate the background, rationale and ratemaking principles involved in

Q.

this adjustment
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1

2

3

4

Please continue with the explanation of your portion of this adjustment.

During the initial stage of Discovery, I identified a significant irreconcilable

difference in the test-year accumulated depreciation balance between the

Company's filing and RUCO's computation. Through extensive

5 discussions with the Company the reason for the discrepancy was

6 identified .

7

8

9

10

11

12

The difference was mainly due to the Company's decision to utilize

depreciation rates that differed from those previously authorized for its

production/generation plant. My adjustment quantifies the amount of

accumulated depreciation the Company failed to record as a result of

these inappropriate depreciation rates.

13

14 Q

16 A

Please explain the methodology of your computation to quantify the

Company's inappropriate shortfall

My adjustment concentrates only on the plant associated with electrical

production/generation (FERC Accounts 310 through 346), since this is the

plant related to the significant irreconcilable difference in the test-year

accumulated depreciation balance. First I calculated the accumulated

depreciation using the authorized depreciation rates, and then I calculated

the accumulated depreciation using the lower depreciation rates the

Company had utilized. The difference between the two calculations was

then reduced by an adjustment factor

A.

Q.

10
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1

2

3

4

Please explain this adjustment factor.

Through the extensive discovery period on the issue of accumulated

depreciation the Company criticized RUCO's methodology to adjust for the

Company's use of non-approved depreciation rates and identified several

5

6

7

8

9

10

11

key components in the computation of accumulated depreciation being

overlooked by RUCO. Some of these components of concern for the

Company included:

The Company contends computing depreciation provisions is a

highly complicated and time-consuming process,

Computing depreciation using an annual-averaging convention

versus a monthly convention does not reflect actual account

12 balance, and

13

14

Computing depreciation based on composite plant account rates

versus individual asset unique rates also distorts actual account

15 balance.

16

17

A.

Q.

2.

1.

3.

Therefore, to reduce the issues in this adjustment, I acknowledged these

concerns and refined my adjustment. To recognize the Company's

concerns, I calculated the percent difference between the Company's

requested level of accumulated depreciation in this filing and the level of

accumulated depreciation derived from RUCO's computation based on the

Company's "OCRB Adjusted Gross Plant In Service" minus the plant

associated with production/generation, which forms the bases for this
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1

2

3

adjustment. This percentage (-0.74%) represents an adjustment factor,

which accurately reconciles the difference between the Company's

computation and RUCO's methodology.

4

5 Please cont inue wi th the explanation of your adjustment to the

6

7

8

accumulated depreciation.

By removing the portion of my accumulated depreciation adjustment

associated with the two different methodologies used between RUCO and

9

10

11

12

the Company, I am able to provide a quantified level of accumulated

depreciation directly attributable to the unauthorized depreciation rates

implemented by the Company. This quantified level of accumulated

depreciation is $49,503,835.

13

14 Is there any other element to this adjustment required to conform to all

15 ratemaking principles?

16

17

Yes, to recognize all the ramifications of this adjustment to increase the

accumulated depreciation balance, an additional adjustment must be

made to the accumulated deferred income tax ("ADlT") account

Therefore, l increased the ADIT account in an amount equal to the product

of multiplying the effective federal and state income tax rate by the

adjustment to increase the accumulated depreciation balance. The

increase to the ADIT is 39.5% X $49,503,835 = $19,554,498

Q.

A.

Q.

A.

12
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1 Please summarize your adjustment to the test-year accumulated

2

3

4

5

depreciation balance.

As mentioned at the beginning of this adjustment, I was responsible for

calculation and quantification of this adjustment and the Direct Testimony

of RUCO witness Ms. Diaz Cortez supports the principles and theory for

6 this adjustment.

7

8 AS shown on Schedule RLM-4, column (B) and supported in my Work

9

10

papers designated as "Dep Rate Study", my total adjustment decreases

adjusted test-year rate base by (-$49,503,835) + $19,554,498

11 $29,949,337.

12

13

14

RUCO Rate Base Adjustment No. 6 - Allowance For Working Capital

Have you reviewed the Company's working capital calculations?

15 Yes. The Company's working capital request is comprised of a thirteen-

16 month average balance for its prepayment and material and supplies

accounts, and its cash working capital request is based on a lead/lag

study

20

21 A Yes.

Do you agree with the Company's methodology

Further, I have reviewed the Company's individual lag day

calculations and find them to be reasonable. The only difference between

the Company's calculation and RUCO's is the different level of expense

Q.

A.

A.

Q.

Q.

13



I

Direct Testimony of Rodney L. Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

recommendations. These adjustments result in a net increase in cash

working capital of $3,946,134.

3

4 OPERATING INCOME

5

6

Operating Income Summary

Is RUCO recommending any changes to the Company's proposed

7

8 A

the Company.

operating expenses?

Yes. The Company proposed forty-three adjustments to its historical test

year operating income. RUCO analyzed the Company's adjustments and

made several additional adjustments to the operating income as filed by

The testimony of RUCO witness Ms. Diaz Cortez

discusses a portion of these adjustments, RUCO consultants address

some of these adjustments and l was responsible for reviewing the

remainder of the adjustments the Company proposes to its test-year

Finally, as a result of its discovery, RUCO

recommends other adjustments. My review, analysis and adjustments are

operating income

explained below

20

21 A

Operating Income Adjustment No. 2 - Depreciation Expenses

Please explain your adjustment to increase depreciation expenses

The adjustment is primarily attributable to RUCO's rate base adjustments

RUCO agrees with the set of depreciation rates that TEP is proposing to

implement on a going forward basis. However, since RUCO does not

Q.

Q.

14
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1 have the plant data in as fine a detail as the Company provided in its

2 depreciation study, I computed a composite depreciation rate. These

3

4

5

6

7

depreciation rates reflect FERC account balances the Company provided

in its response to RUCO Data Request 2.13. The actual depreciation

rates shown on Schedule RLM-9 were calculated by dividing each FERC

account's "test-year depreciation" balance by the "end-of-test-year plant in

service" balance. l then computed test-year depreciation by multiplying

RUCO's level of test-year gross plant in service by the composite

depreciation rates

As shown on Schedule RLM-8, column (C) and supporting Schedule RLM

9, my adjustment increases adjusted test-year expenses by $4,067,209

Operating Income Adjustment No. 3

and/or Unnecessary Expenses

Disallowance of Inappropriate

16 Q

19 A

Please explain your analysis of the various operating expense accounts

that result in your removal of inappropriate or unnecessary costs for the

provisioning of electric service

After review of all the journal entries in various FERC accounts and the

Company's response to RUCO Data Request 5.17, I determined there

were numerous expenditures that were questionable, inappropriate

extravagant and/or unnecessary

15
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1

2

3

Therefore, as shown on Schedule RLM-10 and supporting workpapers

designated as Revised Exhibit A (not attached to this testimony, but

provided to the Company simultaneously with this testimony), I have made

4

5

an adjustment to remove test-year expenses related to payments to

chambers of commerce, clubnon-profit organizations, donations,

6 memberships, gifts, awards, extravagant corporate events, advertising

and for various meals, lodging and refreshments, which are not necessary

in the provisioning of electric service. The back-up documentation

denoting each individual expense removed is recorded in Revised Exhibit

A: FERC Account Code 921, pages 1 to 28, FERC Account 923, page 1

FERC Account 930.1, page 1, and FERC Account 930.2, pages 1 to 6

RUCO provided TEP with a copy of the original Exhibit A in a data request

to the Company. The Company responded with comments as to the

appropriateness and necessity of each expense. After analyzing the

Company's response, RUCO removed $1,396,419 from the $1,910,151

test-year expenses submitted on the original Exhibit A

However, of the 1,449 questionable invoices originally submitted by

RUCO on Exhibit A there still remain expenditures that seem

questionable, inappropriate, extravagant and/or unnecessary that the

Company deem as "valid charges

16
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1 Such "valid charges" include:

2

3

4

5

6

7

8

9

10

11

12

Invoices for the UNS 2006 Board Retreat held September 12 .- 16.

The Board retreat is held annually in order to strategically plan,

discuss and organize the companies current and future, therefore,

the directors and spouses were secluded high in the Wasatch

Mountains, somewhere around Park City, Utah. The allocated cost

to the TEP ratepayers was: 1) $35,816 for lodging at the Stein

Eriksen Lodge, 2) $7,489.87 for food services, 3) $6,408.94 for

planning and coordination, 4) $5,170.00 for dinners for the directors

and their spouses, 5) $2,000.00 for transportation to and from the

retreat; 6) $1,168.40 for floral arrangements, and 7) $6,566.38 for

embroidered jackets. This UNS 2006 Board Retreat would burden

13 the ratepayers with a total of $64,620.04.

Invoices for $130,369.11 recorded by the Company as "Meals and

Entertainment - Discretionary

Invoices for $125,000 to the Tucson Regional Economic

Opportunities, Inc. to support the creation of new businesses

Invoices for purchases at: Albertsons's, Basha's, Food City, Fry's

Safeway's, Walgreen's and Wal Mart totaled $10,987.94

Invoices at Lowns Costumes for $1 ,757.30 and Party America for

$518.34, totaling $2,275.64

Invoices for flowers, gifts, trophies, hams, steaks, toys and clothing

totaling $14,942.27

1

1.

17
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1 Invoices for various chamber of commerce, community

2 and public relations organizations totaling

3

organizations

$28,094.89.

4

5

6

As shown on Schedule RLM-8, column (D) and supporting Schedule RLM-

10, this adjustment decreased test-year expenses by $531 ,731 .

7

8 Operating Income Adjustment No. 4 - Supplemental Executive Retirement

Plang

10 Please explain the basis for the adjustment you made to the Pension and

11

12

Benefits operating expenses.

I made an adjustment to the Supplemental Executive Retirement Plan

("SERP") portion of the pension and benefits operating expenses

15

16 A

Please explain your adjustment to the SERP

As explained in the Company's responses to Staff data request 1.81

TEP's test-year payroll loadings include the cost of a SERP. The

Company's test-year operating expenses include $927,925 related to the

SERP. The SERP is a retirement plan that is provided to a small select

group of high-ranking officers of the Company. The high-ranking officers

who are covered under the SERP receive these benefits in addition to the

regular retirement plan

A.

Q.

Q.

7.

18
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1

2

3

4

5

6

7

8

9

Should ratepayers be required to pay the cost of supplemental benefits for

the high-ranking officers of the Company?

No. The cost of supplemental benefits for high-ranking officers is not a

necessary cost of providing electric service. These individuals are already

fairly compensated for their work and are provided with a wide array of

benefits including a medical plan, dental plan, life insurance, long term

disability, paid absence time, and a retirement plan. If the Company feels

it is necessary to provide additional perks to a select group of employees it

should do so at its own expense.

11 Q In recent ACC Decisions did the Commissioners determine whether SERP

13 A

expenses were recoverable?

Yes. Recently, the Commission agreed with RUCO that SERP expenses

should not be the burden of ratepayers. In Southwest Gas' latest rate

case, (Decision No. 68487, dated February 23, 2006) the Commission

agreed with RUCO that SERP should be excluded from operating

expenses. In Arizona Public Service's most recent rate case, (Decision

No. 69663, dated June 28, 2007), the Commission voted to disallow

SERP. Moreover. the Commission voted to disallow SERP in the UNS

Gas rate case (Decision No. 70011, dated November 27,2007). I see no

reason to depart from this precedent, therefore, RUCO recommends the

removal of the test-year cost of the SERP from operating expenses

Q.

A.

19
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1 As shown on Schedule RLM-8, column (E), this adjustment decreased

2 test-year expenses by $927,925.

3

4

5

Operating Income Adjustment No. 5 - Incentive Compensation

Please provide an explanation for RUCO's adjustment to the incentive

7

8

9

10

11

12

13

14

15

compensation expenses.

After reviewing the Commission's position on incentive compensation

expense as authorized in Decision No. 70011, dated November 27, 2007

(the recent UNS Gas rate case), RUCO recommends a 50/50 sharing as a

reasonable balancing of the interests between ratepayers and

shareholders. The incentive program is comprised of elements that relate

to the Company's financial performance and cost containment goals,

matters that primarily benefit shareholders, plus elements based on

meeting customer service goals, which offers opportunity for the

Company's customers to benefit from improved performance.

RUCO does not generally vary from the strict implementation of the

Historical Test-Year principle to avoid mismatches in the ratemaking

elements. RUCO determined in the instant case the test year was not

abnormal: and therefore, RUCO dismisses the Company's proposal to a

four-year average of the incentive compensation expenses

6

Q.

A.

20
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1

2

3

Please explain the elements of your adjustment to the incentive

compensation expenses.

As shown on Schedule RLM-11, this adjustment consists of two elements.

4 First,

5

6

I restated the Company's adjusted level of the incentive

compensation expense from its proposed four-year average to the actual

historical test-year expense level. Second, I split the historical expense

7 level on a 50/50 basis.

8

9

10

As shown on Schedule RLM-8, column (F) and supporting Schedule RLM-

11 , this adjustment decreased test-year expenses by $1 ,525,378.

11

12

13

Operating Income Adjustment No. 6 - Rate-Case Expense

Please discuss your review of the Company's proposed rate-case

14

15

expenses.

The Company has budgeted $900,000 for rate-case expenses for outside

services and proposes to amortize that amount over four years. RUCO

has a concern over the reasonableness of such a large financial burden to

the ratepayers from this requested adjustment. RUCO believes the

Company's proposed rate-case expense of nearly a million dollars is

excessive and should be reduced significantly when compared with rate

case expense allowances in a long line of cases that have come before

the Commission

I

Q.

A.

Q.

A.

21
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1 Unlike the rate-case expenses for TEP's affiliates UNS Gas and UNS

Electric where a significant portion of the costs incurred were due to the

allocation of TEP personnel assigned to perform tasks associated with

those individual rate cases, in the instant case TEP is requesting recovery

of $900,000 from outside services. TEP labor costs allocated to UNS

Gas' rate case was $476,602 and $256,734 was allocated to UNS

Electric

With consideration of the Commission's authorized level of rate-case

expense in the recent UNS Gas rate case (Decision No. 70011) of

$300,000, RUCO believes the instant case warrants a reduced level of

rate-case expense and recommends a 50 percent adjustment. RUCO has

no disagreement with the Company's proposal to amortize the rate-case

expense over four years

Therefore, this adjustment reduces annual rate-case expense from the

Company's proposed level of $225,000 ($900,000 l 4 years) to RUCO's

recommended level of $112,500 ($450,000 /4 years)

As shown on Schedule RLM-8, Column (G), this adjustment decreased

test-year expenses by $112,500

22



*

1

Direct Testimony of Rodney L. Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

3 Yes.

Operating Income Adjustment No. 7 - Property Tax

Do you agree with TEP's methodology for computing property taxes?

have used the same methodology to compute RUCO'sI

recommended level of property taxes

6 Q

7 A

Please explain the reasons for RUCO's property tax adjustment

My adjustment consists of two elements. First, RUCO's property tax

adjustment reflects several adjustments to the net plant in service

Second, RUCO's property tax computation uses a different assessment

ratio than the Company

12 Q

13 A

Please explain the first element of RUCO's property tax adjustment

RUCO made several adjustments to net plant in service. The value of the

net plant in service is the initial component in the calculation of the

appropriate level of property tax expenses. These net plant adjustments

are depicted on Schedule RLM-4. Moreover, to avoid a double count in its

calculation of tote! net plant in service, RUCO reversed additional journal

entries for transactions associated with RUCO's plant adjustments. These

additional components were identified by the Company in its response to

RUCO data request 10.1 in which the Company, by reconciling the rate

base, illuminated additional transactions directly related to RUCO's plant

adjustments. These additional transactions are depicted on Schedule

RLM-12, lines 2 through 7

A.

Q.
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1

2

3

Please explain the second element of RUCO's property tax adjustment.

The second element of this adjustment results from RUCO's use of an

assessment ratio of 23 percent, versus the Company use of a 23.5

percent assessment ratio. RUCO's use of the 23 percent ratio accurately

reflects the ratio which will be valid when the authorized rates in this case

become effective (January 2009). RUCO's recommendation is also

consistent with recent Commission decisions in the Southwest Gas rate

case (Decision No. 68487, dated February 23, 2006) and the UNS Gas

rate case (Decision No. 70011, dated November 27,2007)

The decreasing assessment ratios as authorized in the Arizona Revised

Statues relating to property taxes states the effective rate from December

31, 2008 through December 31, 2009 to be 23 percent. The assessment

ratio will continue to decline by one-half percent each year until it reaches

20 percent on December 31, 2014

As shown on Schedule RLM-8, column (H) and supporting Schedule RLM

12, this adjustment decreased test-year expenses by $1 ,800,201

Q.

A.

24



\

It 8

Direct Testimony of Rodney L, Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

Adjustments To Operating Expenses No. 8 - Overhead Line Maintenance

Please explain the basis for the adjustment you made to overhead line

3 maintenance expense.

4 Through discovery I reviewed and analyzed five years of expenses

5 recorded in FERC account 593 overhead line maintenance from 2002

6 through 2006.

7

8

9

My analysis indicated this expense was sufficiently volatile to recommend

a test-year adjustment to acknowledge the wide variation in annual costs.

10

11

12

13

Therefore, my adjusted test-year expense in the instant case is the

calculated five-year average of the "inflation adjusted" annual overhead

line maintenance expenses for 2002 through 2006.

My adjustment is necessary to normalize the test-year level of overhead

maintenance expenses

Q.

A.

As shown on Schedule RLM-8, column (I) and supporting Schedule RLM

13, this adjustment decreased test-year expenses by $126,584
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1

2

3

4

Adiustments To Operating Expenses No. 9 - Penalties and Fines

Please explain the basis for the adjustment you made to remove

expenses for penalties and fines.

Through discovery I reviewed the Company's response to Staff Data

5 Request 1.114. My analysis indicated there were three invoices for

6 penalties and fines imposed on TEP that were recorded in test-year

7 operating expenses.

8

9

10

11

RUCO believes if the Company does not prudently handle its affairs and

consequently is imposed penalties and fines imposed, these costs are not

the financial responsibility of the ratepayers.

12

13 Therefore, as shown on Schedule RLM-8, column (J), this adjustment

14 decreased test-year expenses by $9,433.

15

16

17 Q

18 A

Adiustments To Operating Expenses No. 12 - Payroll Expense

Please explain the basis for your adjustment to payroll expenses

RUCO does not generally vary from the strict implementation of the

Historical Test-Year principle to avoid mismatches in the ratemaking

Q.

A.

elements
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1

2

Since RUCO determined the test year was not abnormal the Company's

proposal to average the payroll expense over a two-year period was

dismissed.3

4

5

6

7

Therefore, as shown on Schedule RLM-14, I restated the Company's

proposed allocation of payroll expenses to reflect the actual historical test-

year level of payroll expense.

8

9

10

11

12

As shown on Schedule RLM-8, column (M) and supporting Schedule

RLM-14, this adjustment restated the Company's proposed allocation of

payroll expenses to reflect the actual historical test-year level of payroll

expense and thus increased test-year expenses by $19,651 .

15 Q

16 A

Adjustments To Operating Expenses No. 13 - Payroll Tax Expense

Please explain the basis for your adjustment to payroll tax expenses

This is a companion adjustment to the payroll expense adjustment and

reflects the actual historical test-year level of payroll tax expense

As shown on Schedule RLM-8, column (N) and supporting Schedule RLM

15, this adjustment restated the Company's proposed allocation of payroll

tax expenses to reflect the actual historical test-year level of payroll tax

expense and thus increased test-year expenses by $2,689
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1

2

Adjustments To Operating Expenses No. 14 - Renewable Resources

Please explain the basis for your adjustment to renewable resources

3

4

5

6

expenses.

This is a conforming adjustment corresponding to the Company's

response to Staff Data Request 1.85, which acknowledged a failure to

remove $19,274 in expenses in the Company's original filing.

7

8 Therefore, as shown on Schedule RLM-8, column (O), this adjustment

9 decreased test-year expenses by $19,274.

10

11

12

13

Adjustments To Operating Expenses No. 17 - Customer Care and Billing

Please explain the basis for your adjustment to normalize the customer

care and billing expenses.

14

15

This adjustment removes the computed incremental cost increase

associated with the implementation of a new customer information system

designated as the Customer Care and Billing system ("CC&B")

18 Q

19 A

Please explain why RUCO disallowed increased customer service costs

RUCO is disallowing this expenditure because evidence provided by the

Commission Consumer Services Section indicates the quality of customer

service has not improved since the CC&B has been implemented. As

shown on Attachment A filed at the end of my testimony, the Commission

Consumer Services Section Report ("Report") on TEP states, in 2004

Q.

A.

A.

Q.
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1

2

3

4

5

6

there were 9 consumer complaints recorded based on "quality of service"

issues. In 2005, there were 25 consumer complaints recorded based on

"quality of service" issues. In 2006, the year in which the CC8¢B was

implemented, there were 95 consumer complaints recorded based on

"quality of service" issues. In 2007, through to December 3rd, there were

1t 1 consumer complaints recorded based on "quality of service" issues.

7

8

9

10

Since the Report does not demonstrate the improvements, enhancements

and synergy promoted by the Company as justification for the increased

expenditure has translated into increased customer satisfaction, RUCO is

11 removing any increase in this expense until the Company provides

documentation that the overall customer satisfaction level has improved .12

13

14

15

Moreover, this scenario of attempting to improve customer service by

implementing a new system to consolidate call centers and customer

service functions among UNS Gas, UNS Electric and TEP has not yet

proven to provide the significantly enhanced benefit to the ratepayers. As

I have previously testified in both the recent UNS Gas and UNS Electric

rate cases the additional costs incurred to improve the quality of customer

service has not translated into a better level of service, to the contrary, the

evidence shows a higher degree of frustration in the quality of service

customers received

29
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1

2

Therefore, as shown on Schedule RLM-8, column (R) and supporting

Schedule RLM-16, this adjustment decreased test-year expenses by

3 $296,230.

4

5

6

7

8

g

Adjustments To Operating Expenses No. 19 - Emplovee Recognition

Please explain the basis for your adjustment to operating expenses for the

removal of costs associated with employee recognition.

As previously explained in Operating Expense Adjustment No. 3, RUCO

believes it is inappropriate to burden ratepayers with expenses related to

10 payments to chambers of commerce, non-profit organizations, donations,

club memberships, gifts, awards, extravagant corporate events

advertising and for various meals, lodging and refreshments, which are

not necessary in the provisioning of electric service

Therefore, RUCO requested the Company to identify costs recorded in the

test year associated with employee recognition expenses.

Company's response to RUCO data request 6.1, TEP acknowledged

$76,125 was recorded in the test-year general ledger for employee

recognition. The recognition program is administered by the OC Tanner

Recognition Company wherein an employee selects his/her service-award

In the

gift from a catalogue

Q.

A.
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1 RUCO analyzed the information in the Company's response and

2 determined no portion of the $76,125 has been removed in any other

3 adjustment.

4

5 As shown on Schedule RLM-8, column (T), this adjustment decreased

6 test-year expenses by $76,125.

7

8

9

10

Adjustments To Operating Expenses No. 20 .-. Employee Benefits

Please explain the basis for your adjustment to operating expenses for the

removal of costs associated with some employee benefits.

11 As previously explained in Operating Expense Adjustment No. 3, RUCO

believes it is inappropriate to burden ratepayers with expenses related to

payments to chambers of commerce, non-profit organizations, donations

club memberships, gifts, awards, extravagant corporate events

advertising and for various meals, lodging and refreshments, which are

not necessary in the provisioning of electric service

Meanwhile, Staff had requested that the Company identify costs recorded

in the test year associated with employee benefit expenses. In the

Company's response to Staff data request 1.79, TEP recognized $54,442

were recorded in the test-year general ledger for employee benefits, such

as, gifts, awards, luncheons, dinners, picnics, parties and social events

RUCO analyzed the information provided in the Company's response and

Q.

A.
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1 determined that of the $54,442, TEP had removed $14,659 from the test-

2 year expenses, RUCO had removed $16,618 from of test-year expenses

3

4

in previous Adjustment No. 3, thus, leaving $23,165 ($54,442 - $14,659

$16,618 $23,165) in costs recorded in the test year associated with

5 employee benefit expenses.

6

7 Therefore, as shown on Schedule RLM-8, column (U), this adjustment

8 decreased test-year expenses by $23,165.

9

10

11

Operating Income Adjustment No. 28 - Income Tax Expense - This

adjustment reflects income tax expenses calculated on RUCO's

12 recommended revenues and expenses.

13

As shown on Schedule RLM-7, column (D) and supporting Schedule RLM

17, this adjustment increased test-year expenses by $32,062,674

17 COST OF CAPITAL

18 Q Is RUCO proposing any adjustments to the Company proposed cost of

capital?

20 A Yes. As shown on Schedule RLM-18, this adjustment decreases the

Company's cost of common equity and therefore its weighted cost of

capital by 59 basis points from 8.35 to 7.76 percent to reflect current

market conditions

32
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1 This adjustment is fully explained in the testimony of RUCO witness Mr.

2 Rigsby.

3

4 Does this conclude your direct testimony?

5

Q.

A. Yes, it does.
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ATTACHMENT A

M E M O RA N D U M

TO: Rodney Moore
Rate Analyst
Residential Consumer Utility Office

FROM: John La Porto
Public Utilities Consumer Analyst I
Utilities Division

DATE : December 4, 2007

RE: Tucson Electric Power Company - Quality of Service Complaints

Per your request, a research of the Consumer Services database
represents the number of Quality of Service complaints that were filed against
Tucson Electric Power Company ("TEP" or "Company") since 2004.

2004 - Nine Complaints
Company

1 TEP Response Time, 1 Misinformation from

3 Customer Service Contact, 2 Outages, 2 Other

2005 - 25 Complaints
Company

2 TEP Response Time, 6 Misinformation from

2 Customer Service Contact, 7 Outages
2 Can't Reach Company, 2 Pressure or Voltage

Issues
4 Other

2006 - 95 Complaints
Company

5 TEP Response Time, 1 Misinformation from

2 Customer Service Contact, 3 Field Visits by
Company

9 Outages, 69 Can't Reach Company
2 Pressure or Voltage Issues, 4 Other

2007 - 111 Complaints
(thru December 3, 2007)

2 TEP Response Time, 14 Outages
92 Can't Reach Company, 3 Other

If you need any further information regarding the numbers above, please
feel free to call me at (602) 542-0819

L
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APPENDIX 1

Qualifications of Rodney Lane Moore

EDUCATION: Athabasca University
Bachelor's Degree in Business Administration 1993

EXPERIENCE Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix. Arizona 85007
May 2001 - Present

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. I am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word
spreadsheet modeling and financial statement analysis

Auditor
Arizona Corporation Commission
Phoenix. Arizona 85007
October 1999 - May 2001

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. I am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word
spreadsheet modeling and financial statement analysis

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No

Rio Verde Utilities. Inc WS-02156A-00-0321

Black Mountain Gas Company G-03703A-01-0283

W-02025A-01-0559

r

f

Green Valley Water Company

New River Utility Company W-01737A-01-0662



Utility Company Docket No.

W-01917A-01-0851Dragoon Water Company

Roosevelt Lake Resort, Inc. W-01958A-02-0283

G-01551A-02-0425Southwest Gas Company

Arizona-American Water Company W-01303A-02-0867 et al.

WS-02676A-03_0434

T-01051 B-03-0454

W-02113A-04-0616

G-01551A-04-0876

W-01303A-05-0405

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Southwest Gas Company

Arizona-American Water Company

Far West Water and Sewer Company WS-03478A~05-0801

SW-02519A-06-0015Gold Canyon Sewer Company

Arizona-American Water Company WS-01303A-06-0403

UNS Gas. Inc G-04204A-06-0463 et al

r

1

UNS Electric. Inc E-04204A-06-0783
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Test Year Ended December 31, 2006
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Tucson Electric Power Company
Docket No. E-01933A£Z:Q408
Test Year Ended December 31 , 2006

Cost of Service
Schedule RLM-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
n o . DESCRIPTION REFERENCE (A)

1
2
3
4
5
6

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Less: Uncollectibles
Subtotal

Less: Combined Federal And State Tax Rate
Subtotal
Revenue Conversion Factor

Company Response To Staff Data Request 1.85
Line 1 - Line 2

Line 14
Line 3 - Line 4
Line 1 / Line 5

100.0%
025%
99.7%
39.5%

60.25%
1.6598

Line 7 - Line 8

100.0%
7.1%
92.9%
35.0%
32.5%
39.6%
99.7%
39.5%

7
8
g
10
11
12
13
14

CALCULATION OF EFFECTIVE TAX RATE;
Arizona Taxable Income
Arizona State Income Tax Rate
Federal Taxable Income
Applicable Federal Income Tax Rate
Effective Federal Income Tax Rate

Subtotal
Revenue Less Uncolleciibles
Combined Federal And State Income Tax Rats

Line 9 X Line 10
Line B + Line 11

Line 3
Line 12 X Line 13

I I
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended Decembét3*[_'j(j(j5"

Cost of Service
Schedule RLM-3

Page 1 of 1

ORIGINAL COST RATE BASE STATEMENT

LINE
no. DESCRIPTION

(Thousands of Dollars)

(A) (B)
COMPANY

FILED

AS OCRB

RUCO

ADJUSTMENTS

(C)
RUCO

ADJUSTED
AS OCRB

(D)
RUCO

ADJUSTED OCRB
Acc JURISDICTIONAL

$ $1
2
3

Gross Utility Plant In Service
Accumulated Depreciation

Net Utility Plant In Service

$

$

2,880,566
(1 ,493,988)
1,386,578 $

141,454
(193,570)
(52,116) $

3,022,020
(1 ,687,558)
1,334,482

$

$

2,219,459
(1 ,159,791 )
1,059,668

4 Plan! Held For Future Use 4,014 4,014 $

$5 Total Net Utility Plant

$

$

$

1,390,592 0 $ (52,116)

$

$ 1 ,338,475 1 ,059,668

$ $ $ $e
7
8
9
10

Deductions:
Cust. Advances For Const.
Customer Deposits
Def'd Credit - Cont'd pr & Retm't Oblig.
Acc. Deferred Income Taxes

Total Deductions $

(5,978)
(12,538)
(6,823)

(217,503)
(242,842) $

17,408
17,408 $

(5,978)
(12,538)
(6,823)

(200,095)
(225,434) $

(5,978)
(12,538)
(5,028)

(147,437)
(170,981 )

11 Allowance- Working Capital $ 40,488 $ 3,946 $ 44,434 $ 33,224

12 Regulatory Assets $ 47,455 $ (33,242) $ 14,213 $ 14,213

13 Regulatory Liability $ $ $ $

14 TOTAL OCRB 1 ,235,693 $ (54,004) $ 1,171,689 $..__.. 936,123

References:
Column (A): - Company Schedule B-2
Column (B): - RUCO Adjustments (See RLM-4, Columns (B) Thru (G))
Column (C): - Sum Of Columns (A) And (B)
Column (D): _ Column (C) Multipied By The Same Ratios As TEP's Percentage ACC Jurisdiction Is To Total Company

I
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1

Tucson Electric Power Company
_Dggket No. E-01933A.Q7-Q4,Q2
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-6

Page 1 of 2

ORIGINAL COST RATE BASE ADJUSTMENT no. 6

ALLOWANCE FOR WORKING CAPITAL

(Thousands of Dollars)
(A)

LINE
no. DESCRIPTION REFERENCE AMOUNT

TEP SCH. B-5, Page 1
RLM-6, Page 2, Line 35
Line 2 - Line 1

$1
2
3

Cash Working Capital Per TEP
Cash Working Capital Per RUCO
Adjustment $

(25,022)
(21 ,796)

3,226

$ 18,972
18,972

4
5
6

Fuel Inventory Per TEP.
Fuel Inventory Per RUCO
Adjustment

TEP SCH. B-5, Pagel
TEP SCH. B-5, Page 1
Line 5 - Line 4 $

$ 351,825
351 ,825

629
629

7
8
g
10

Materials And Supplies Per TEP TEP SCH. B-5, Page 1
Materials And Supplies Per RUCO TEP SCH. B-5, Page 1
Materials And Supplies Per RUCO Luna Plant Rate Base Adjustment No 2
Adjustment Line 8 - Line 7 + Line 9 $

11
12
13
14

Prepayments Per TEP TEP SCH. B-5, Page 1
Prepayments Per RUCO TEP SCH. B-5, Page 1
Prepayments Per RUCO Luna Plant Rate Base Adjustment No. 2
Adjustment Line 12 - Line 11 + Line 13

$ 5,895
5,895

91
91

15 TOTAL ADJUSTMENT (See RLM-4, Column (G)) Sum Lines 3,e, 10& 14

$

$ 3,946
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Tucson Electric Power Company

Docket No. E101933A-0210402

Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-6

Page 2 of 2

ALLOWANCE FOR WORKING CAPITAL

LEADILAG DAY SUMMARY

(B) (D)
(LEAD)

/ LAG
DAYS

(E)

LINE
no. DES C R IP TIO N

(A)
COMPANY

EXPENSES
AS FILED

RUCO
ADJUSTM'TS

(C)
RUCO

EXPENSES
AS ADJUSTED

DOLLAR
DAYS

$ $ 0
0
0
0

$1
2
3
4
5

OPERATING EXPENSES
Non-Cash Expenses:

Bad Debts Expense
Depreciation
Amortization
DefelTed Income Taxes

Total Non-Cash Expenses $

2,490,991
82,440,295
12,587,778
(8,038,493)
89,480,571 $

(2,490,991 )
(82,440,295)
(12,587,77B)

8,038,493
(89,480,571 )

$
$
$
$
s $

$ $ 19,651
(1,525,37B)
23,216,300

126,343,000

$ $

(27,721 ,230)

(420,344)
(309,734)
(108,526)
(15,381)

(1 ,683,2DB)
(216,245)

(5,947)
(1 ,800,201 )

(84,578)
50,695,903

13.28
2 4 4 3 2

24.1
35.7
39.5
95.32
-0.7
5.1
35.9
7 4

1 9 7
11.4
48.4
48.1

213.78
12.91
42.3

90,81
182.5
14.3

808,416,871
565,127,308

6,776,262,643
7,033,317,476

188,474,922
7,150,882,093

(22,259,149>
31 ,220,465

217,271,653
14,571 ,329
71 ,314,315

161,220,939
438,177,397
30,162,539

6,189,184,176
70,01 B,B82

1,965,847,348
16,333,631

104,912,498
398,391,138

$ 32,208,948,473

6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Other Operating Expenses:
Salaries & Wages
Incentive Pay
Fuel Expense
Purchased Power
Purchase Transmission
Lease Expense
Remote Generating Plant O & M
Office Supplies and Expenses
Outside Services
Property Insurance
Injuries and Damages
Pensions and Benefits
Miscellaneous General Expenses
Rents
Property Taxes
Payroll Taxes
Current Income Taxes
Other Taxes
Interest on Customer Deposits
Other Operations and Maintenance

Total Other Operating Expenses

60,946,931
3,838,440

257,956,424
70,668,694
4,771 ,517

102,740,975
31 ,798,784
6,542,004
6,361 ,869
2,091 ,138
3,635,397

15,825,396
9,269,497

660,232
30,751 ,385
5,508,194
(4,221 ,970)

179,866
574,863

58,358,617
s 668,258,253 $

(30,499,097)
135,884,984 $

60,966,582
2,313,062

281 ,172,724
197,011 ,894

4,771 ,517
75,019,745
31 ,79B,7B4
6,121 ,sea
6,052,135
1,982,612
3,620,016

14,142,188
9,053,252

654,285
28,951 ,184
5,423,616

46,473,933
179,866
574,863

27,859,520
804,143,237

$ 74.6
51 .75

$

$

27
28
29

Other Cash Working Capital Elements;
Interest on Long-Term Debt $ 43,417,161
Revenue Taxes and Assessments 59.055,220

Total Other Cash Working Capital $ 102,472,381

$

$

(2,238,155)
9,874,581
7,838,427 $

41,179,006
6B,929,801

110,108,808

3,071,953,877
3,567,117,215
G,839,071,093

30 TOTAL CASH WORKING CAPITAL $ 860,211,205 $ 914,252,045 $ 38,B48,019,5G6

31 Expense Lag Line 31,Col. (E) /(D) 42.49

32 Revenue Lag Company Workpapers 33.79

33 Net Lag Line pa - Line 27 (870)

34 Col. <c), Line 31 $ 914.252.045

35

RUCO Adjusted Expenses

Cash Working Capital Line 29 X Line 30 / 365 Days (21 ,795,734)

References:
Column (A): - Company Schedule B-5, Page 3
Column (B): RUCO Operating Income Adjustments (See RLM-7)
Column (C): Column (A) + (B)
Column (D): Company Schedule B-5, Page 3
Column (E): Column (C) X Column (D)
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Tucson Electric Power Company

Docket No. E-01933A-Q7-0402

Test Year Ended December 31, 2006

Cost of Sewioe

Schedule RLM-7

Page 1 of 1

OPERATING INCOME STATEMENT

LINE
no. DES C R IP TION

(A)
COMPANY

AS
FILED

(Thousands of Dollars)

(B) (C)
RUCO RUCO

TEST YEAR TEST YEAR
ADJM'TS AS ADJ'D

(D)
RUCO

AS ADJ'D
ACC JURID'L

(E)
RUCO

PROPOSED
ACC JURID'L

(F)
RUCO

RECOM'D
ACC JURlD'L

$ $ $ 591,451
242,187
35,671

$ 691,451
183,785
21 v976

$ 36,254 $ 727,705
1B3,785
21 ,976

1
2
3

Operating Revenues:
Electric Retail Revenues
Sales for Resale
Other Operating Revenue

691,451
58,402
34,542

183,785
1 ,130

4 TOTAL OPERATING REVENUES s 784,395 $ 184,915 $ 969,310 $ 897,212 $ 36,254 $ 933,466

5
8
7
8
9
10
11

Operating Expenses:
Fuel Expense
Purchased Power - Demand
Purchased Power - Energy
Other O 8rMExpense
Depreciation and Amortization
Taxes Other than Income Taxes
income Taxes

$ 265,955
30,634
40,035

315,104
82,440
35,831
(12,260)

$ 23,216
(15,960)
126,343
(54,670)

3,812
(1 ,885)

$ 289,172
14,674

165,378
250,434
86,253
33,948

$ 258,992
13,871

149,015
304,293
60,592
27,562
32,063

$ $ 258,992
13,871

149,015
304,293
60,592
27,562
46,474

12 TOTAL OPERATINGEXPENSES $ 757,739 $ 80,857 850,856 $ 846,388 $

$

14,411

14,411 $

$

860,799

13 OPERATING INCOME (LOSS) $ 26,656 $ 104,058

$

$ 11B,454 $ 50,824 21,843 72,667

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):
Column (F):

Company Schedule C-1
Testimonies, RLM & MDC And Schedule RLM-8, Pages 1 Thru 6
Column (A) + Column (B)
Column (C) X Jurisdictional Factor
See Schedule RLM~1
Column (D) + Column (E)
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Tucson Electric Power Company
Docket no. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-9
Pages 1 & 2 of 2

(D) (E)

LINE
no.

ACCT.
no. DESCRIPTION

OPERATING INCOME ADJUSTMENT no. 2

TEST-YEAR DEPRECIATION EXPENSE ON GROSS PLANT IN SERVICE

(A) (B) (C)
RUCO TEP

TOTAL PLANT PRO'D

AS ADJTD RATE

RUCO

DEP. EXP.

COMPANY

DEP. EXP, DIFFERENCE

s 0.00%
0.00%
9.67%

$ $1
2
3

301
302
303

INTANGIBLE PLANT
Organization
Franchises and Consents
Miscellaneous Intangible Plant

29,362
147,884

68,997,310 6,670,045 6,647,388

4 TOTAL lntangib\e Plant $ 69,174,556 s 5,670,046 $ 5,647,388 $ 22,658

s 5,878,540
121,134.420
707,073,200

249%
3.61%
244%

$ 145,550
4,375,343

17,231,711

$ 79,060
3,58B,351

16,142,455

310
311
312
313
314
315
316
317
114

3.29%
283%
298%
3.15%
373%

5
6
7
8
9
10
11
12
13
14

PRODUCTION PLANT
Steam Production Plant

Land and Land Rights
Structures and Improvements
Boiler Plant Equipment
Engines and EngineDriven Generators
Turbogenerator Units
Accessory Electric Equipment
Misc. Power Plant Equipment
Asset Retm't Costs for Steam Production
San Juan Acquisition Adjustment

TOTAL Steam Plant

231204,768
82,685,481
19,877,558

366,915
3,124,669

s 1,171.345,551 $

7,606,235
2,425,482

592,807
11 ,558

116,555
22,510,440 $

7,195,383
2,396,234

557,729
10,B40

116,655
30,096,707 s 2,413,733

340
341
342
343
344
345
346

$ 0,00%
2.40%
2.44%
5.19%
288%
2.28%
1.45%

s s15
16
17
18
19
20
21
22

Other Plan!
Land and Land Rights
Structures and Improvements
Fuel Holders, products, and Accessories
Prime Movers
Generators
Accessory Electric Equipment
Misc. Power Plant Equipment

TOTAL Other Plant s

1,928,015
14,200,470
12,595,292

354,047
78,477,670
4,475,217
8,385,479

120,416,190 s

340,537
307,288
18,389

2,256,302
101,013
121,246

3,144,775 $

32,616
2B,420
18,389

1,807,155
101,013
15,013

2,002,606 $ 1,142,169

23 TOTAL Production Pram $ 1,291,761,741 s 35,855,215 s 32,099,313 s 3,555,902

TRANSMISSION PLANT

350
352
353
354
355
358

s 3.46%
3.46%
3.46%
3.46%
3.46%
3.46%

s $24
25
26
27
28
29
30

Land and Land Rights
Structures and Improvements
Station Equipment
Towers and Fixtures
Poles and Fixtures
Overhead Conductors and Devices

TOTAL Transmission Non-EHV s

10,785,048
7,634,167

124,499,472
9,843,590

18,675,438
16,703,460

188,141,175 $

372,681
263,801

4,302,116
340,148
645,335
577,193

6,501,274 $

372.2B1
263,731

4,296,095
340,057
645,183
577.039

6,494,368 s 6.908

350
352
353
354
355
356
359

$ 3.46%
3_4B%
348%
346%
3.46%
346%
2.00%

s s31
32
33
34
35
36
37
38

Land and Land Rights
Structures and Improvements
Station Equipment
Towers and Fixtures
Poles and Fixtures
Overhead Conductors and Devices
Roads & Trails

TOTAL Transmission EHV s

15,037,219
10,08G,¢13

1a4,192,652
145,810,705

1,341 .221
66,469,318
4,658,153

377,589,481 $

519,615
348,325

4,637,067
5,038,532

46.346
2,296,867

93,163
12,979,915 s

519,777
348,232

4,640,702
5,037,1 B7

46,334
2,298,254

93,163
12,981,649 $ (1,734)

39 TOTAL Transmission Plant $ 565,730,656 s 19.481,189 $ 19,476,015 $ 5,174
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM9
Pages 1 & 2 of 2

(D) (E)

LINE

NO

ACCT.
no. DES CRIPTION

OPERATING INCOME ADJUSTMENT no. 2

TEST-YEAR DEPRECIATION EXPENSE ON GROSS PLANT IN SERVICE

(A) (B) (C)
RUCO TEP

TOTAL PLANT PRO'D

AS ADJT'D RATE

RUCO

DEP. EXP.

COMPANY

DEP. EXP. DIFFERENCE

$ 9,858,745
6,282,094

95,451,660
112,985,358
106,758,542
49,342,484

213,374,544
203,129,296
92,019,762
32,881,789

1.15%
1.63%
1.46%
1.83%
147%
142%
139%
2.26%
1 ,52%
2.99%

s 114,276
102,398

1,393,594
1,B41,661
1,569,351

700,663
4,032,779
4,593,451
1,394,695

983,165

$ 114,276
102,398

1,393,594
1,s41 ,est
1 ,569,351

700,663
4,032,779
4,593,451
1,394,598

9B3,1 es

360
361
362
364
365
366
367
368
369
370
'871
373
374

1 .74%
2.97%

40
41
42
43
44
45
46
47
48
49
50
51
52
53

DISTRIBUTION PLANT
Land and Land Rights
Structures and Improvements
Station Equipment
Poles, Towers, and Fixtures
Overhead Conductors and Devices
Underground Conduit
Underground Conductors and Devices
Line Transformers
Services
Meters
Installations on Customer Premises
street Lighting and Signal Systems
Asset Retirement Obligation

TOTAL Distribution Plant $

9,334,416
216,459

931,635,149 s

162,419
6,429

16,894,884 $

152,419
5,429

16,894,854 $

389
390
391
392
393
394
395
396
397
398

$ 0.00%
3.54%
10.25%
5.98%
557%
5,B9%
5.B9%
4.19%
3.71%
5.00%

$ $54
55
56
57
58
59
60
61
62
63
64

GENERAL PLANT
Land and Land Rights
Structures and Improvements
Office Furniture and Equipment
Transportation Equipment
Stores Equipment
Tools, Shop and Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment

TOTAL General Plant 5

302,740
35,424,469
26,130,664
36,960,886

988,421
e, 144,619
4,273,434
9,674,674

29,835,899
4,5a2, 190

154,317.996 s

1,254,795
2,577,957
2,211,957

65,927
361.919
251,706
405,359

1,106,912
229,109

8,555,680 $

1,251,512
2,555,009
2,211,9a7

52,513
265,430
213,153
308,740

1,079,515
131,318

B,0B2,205 s 483,475

65 SUB-TOTALS $ 3,012,620,098 s B7,267,014 $ B3,199,B05 s 4.067.209

66
67

Reconcile GPIS - Wp"s To B-2
TOTALS

s 9,400,488
$ 3,022,020,586

68 Net Negative Salvage Distrubution (TEP Response ToRUCO DR 2.13) 2,603,350
3

85,503,15869 GRAND TOTAL

2,503,350
3

$ 89,B'/0,367 $

70 Company As Filed $ B5,B03,15B $ 85,803,158

71 Difference $ 4,087,209

72 _40§7,209 .$RUCO Adjustment (See RLM-5, Pages 1 & 2, Cd. (C)) I

References:
Column (A): Schedule RLM-5. Column (I)
Column (B): Composite Rates Calculated From Company Response To RUCO DR 2.13
Column (C): Column (A) x Column (B)
Column (D): Company's Response To RUCO DR 2.13
Column (E): Column (C) - Column (D)
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Tucson Electric Power Company
Docket NO E-01933A-07340L--

Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-10

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 3
RUCO ADJUSTMENT TO REMOVE UNECESSARYIINAPPROPRIATE EXPENSES

(A)

LINE
no. DESCRIPTION AMOUNT

1 RUCO Workpapers - Revised Exhibit A 921

RUCO Workpapers - Revised Exhibit A 923

$

2

3

(327,746)

(1 ,568)

(16,103)

(1B8,315)4

Expenses Removed

Account 921 - A & G Expense - Office Supplies:

Account 923 - A & G Expense - Outside Services Employed:

Account 930.1 - A & G Expense - Miscellaneous General Expenses:RUCO Workpapers - Revised Exhibit A 930.1

Account 930.2 - A & G Expense - Miscellaneous General Expenses:RUCO Workpapers .. Revised Exhibit A 930.2

5 Sum Of Lines 1 Thru 4 $

6

Total Expenses Remove<

RUCO Adjustment (See RLM-8, Pages 1 & 2, Col. (D) For Distribution Line 7 $

(513,731)

(513,731)
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Tucson Electric Power Company
Docket No. E-01933A-0Yr0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-11

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 5
INCENTIVE COMPENSATION

(B)

LINE
no.

ACCT
no. DESCRIPTION

(A)
COMPANY

DISTRIBUTION OF
INC COMP ADJ'MENT

ALLOCATION
FACTOR

(C)
RUCO

DISTRIBUTION OF
INC COMP ADJ'MENT

1
2
3

4
5

6

7

8
9

506
556
58B
903
920
514
570
598
935

Miscellaneous Steam Power Expenses
Miscellaneous Transmission Expenses
Miscellaneous Distribution Expenses
Customer Records & Collection Expenses
Administrative & General Salaries
Maintenance Miscellaneous Steam Plant
Maintenance of Station Equipment
Maintenance of Miscellaneous Distribution Plant
Maintenance of General Plant

$ 164,184
48,928

118,422
67,997

470,415
71,657
11 ,812
18,859

381

16.88%
5.03%
12.18%
8.99%
48.36%
7.37%
1 .21 %
1 .94%
0.04%

$ (241 ,872)
(72,080)

(174,456)
(100, 172)
(693,004)
(105,563)
(17,401 )
(27,783)

(561 )

10 SUB-TOTALS s 972,655 100.00% s (1 ,432,892)

11 408 FICA Taxes $ (92,486)

12 TOTALS $ (1 ,525,378)

NOTE:
RUCO Determination Of The Test~Year Incentive Compensation Payroll And FICA Taxes Expense Level:

STEP ONE: Restate Expense From 4-Year Average To Test Year Actual Level

13
14
15

Adjusted TY Level Of Payroll And FICA Taxes (4-Yr Average)
Actual Test-year Level Of Payroll And FlCA Taxes
RUCO Adjustment To Adhere To Historical W Principle

REFERENCE
Company Workpapers
Company Workpapers

Line 14 - Line13

$
$
s

PAYROLL
3,838,440
4,811,096

972,656

$
$
$

FICA TAXES
288v098
391,224
103, 126

16
17

STEP TWO: Split Expense On A 50/50 Basis
Company Test-Year Level Of Payroll And FICA Taxes
RUCO Adjustment To Split Expense On A 50/50 Basis

Company Workpapers
50% Of Line 16

$
$

4,811,096
(2,405,548)

$
$

391 ,224
(195,612)

LB Sum Lines 15&17 (1 ,432v892)

Sum Line 18, CoI.'s (B) & (C)

$ $ (92,486)

19

RUCO Adjusted Expense (See Col. (C), Lines 10 & 11

RUCO Adjustment (See RLM-8, Pages 1 & 2, Column (F)I $ (1 ,525,378)

References:
Column (A): Company Workpapers
Column (B): Individual Account Allocation Based On Percentage Of Each FERC Account To Total
Column (C): RUCO Adjustment To Incentive Compensation Allocated By Allocation Factors In Column (B)
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Tucson Electric Power Company

Docket No. E=o1933A-e¥=e4e%
Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-12

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 7

PROPERTY TAX COMPUTATION

LINE

n o . (A) (B) (C)

$ 1,334,462,452

$ (143,139,405)
(12,064,535)
(12,077,452)

(1B2,446,282)
(442,581 ,696)
432,635,872
12,B21 ,624
17,323,223

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16

DESCRIPTION
Calculation Of The Company's Full Cash Value:

Net Plant In Service (RLM-4, Column (H), Line 3)
Rate Base Reconciliation (Company Response TO RUCO DR 10.1) $ (146,690,957)
RUCO Reversal Of OCRB - Springerville Unit 1 Land And Land Rights (2,24B,355)
RUCO Reversal Of Acc. Dep. - Springerville Unit 1 Intangibles 5,258,018
RUCO Reversal Of Acc. Dap. - AZ Gener'n, Intgb's, Ld Rghts & Gen Plt -
RUCO Reversal Of OCRB - 345 KV Line Luna Power Plant To El Paso 1,345,024
RUCO Reversal Of Acc. Dep. - 345 KV Line Luna Power Plt To El Paso (805,135)

TOTAL RUCO Adjustment Associated With Rate Base Adjustments (Sum Lns 2 Thru 7)
Licensed Transportation (Company Workpapers)
Land Cost And Rights (Company Workpapers)
Environmental Property (Company Workpapers)
Net Book Value Of Generation
Full Cash Value Of Generation
Land FCV Per ADOR (Company Workpapers)
Material And Supplies (Company Workpapers)

COMPANY'S FULL CASH VALUE (Sum of Lines 1 Thru 15) $ 1,004,933,800

17
18
19

Calculation Of The Company's Tax Liability;
Assessment Ratio (Per House Bill 2779)

Assessed Value (Line 16 X Line 17)
Average Tax Rate (Company Workpapers)

s
230%

231 ,134,774
10.68%

$ 24,630,380
$

$

$

182,448,282
50.0%

91,223,141
230%

20,981 ,322
10.66-

20
21
22
23
24
25
26
27

PROPERTY TAX Excluding Environmental Property (Line 18 X Line 19)
Environmental Property (Line 11)

Statutory FCV Adjustment (Company Workpapers)
Environmental Property FVC (Line21 x Line 22)

Asessment Ratio (Line 17)
Taxable Va\ue (Line 23 X Line 24)

Average Tax Rate (Company Workpapers)
PROPERTY TAX On Environmental Property (Line 25 X Line 26) $ 2,235,830

$28
29
30
31

Land Held For Future Use In Rate Base
Asessment Ratio (Company Workpapers)

Taxable Value (Line pa X Line 29)
Average Tax Rate (Company Workpapers)

s

1,140,033
15.0%

182,405
10.66%

$
$

32
33
34
35
36

PROPERTY TAX On Land Held For Future Use (Line 30 X Line 31)
COMPANY'S ARIZONA PROPERTY TAX LIABILITY (Sum of Lines 20, 27 & 32)
COMPANY'S NEW MEXICO PROPERTY TAX LIABILITY (Company Workpapers)

Rounding
COMPANY PROPERTY TAX LIABILITY (Sum of Lines 33 Thru 35) $

19,438
26,885,647
2,065,536

1
2B,951 ,184

37
38

Total Test Year Adjusted Property Tax Expense Per Company's Filing
Increase In Property Tax Expense (Line 36 - Line 37

$
$

30,751 ,385
(1 ,800,201 )

RUCO
ALLOCATION

$ (662,616)
(77,827)

(130,219)
(169,480)
(760,058)

(1,800,201 )

39
40
41
42
43
44
45

COMPANY ALLOCATION
Distribution Of Property Tax Adjustment WORKPAPERS FACTOR

Steam Production $ 11,318,945 36.81 %
Other Production 1,329,454 4.32%
Transmission (EHV) 2,224,427 7.23%
Transmission ( Non-EHV) 2,895,090 9.41 °/>
Distribution 12,983,459 42.22%

Totals $ 30,751 ,385 100.00% $
RUCO ADJUSTMENT TO PROPERTY TAX EXPENSE (Line 30) (See RLM-B, Pages 1 & 2, Column (H)) $ (1,800,201)
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Tucson Electric Power Company
Docket No. E-01934-01-n4m
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-13

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 8
OVERHEAD LINE MAINTENANCE

LINE
no.

ACCT
no. DESCRIPTION

(A)
COMPANY DATA
RUCO D.R. 1.21

(8)
ADJUSTED

CPI INFLATION

(C)
RUCO

ADJUSTMENT

1
2
3
4
5

593
593
593
593
593

2002 Year-End Overhead Line Maintenance
2003 Year-End Overhead Line Maintenance
2004 Year-End Overhead Line Maintenance
2005 Year-End Overhead Line Maintenance
2006 Year-End Overhead Line Maintenance

$ 1 ,315,3B2
1 ,28B,976
1 ,447,907
1 ,822,e16
1 ,B09,B01

$ 1 ,527,686
1 ,461 ,389
1 ,601 ,482
1 ,949,B73
1 ,875,658

6 Five Year Total (Sum Of Lines 1 Thru 5] $ 7,582,682 $ 8,416,087

7 $ 1 ,883,217

8 593 $ 1 ,809,801

9 $ (125584)

10

Average (Line 6 / Years)

Test-Year Ended Dec. 31, 2006 Overhead Line Maintenance (Per 1.21)

Difference (Line 7 Line ay

RUCO Adjustment (Line 8) (See RLM-8, Pages 1 & 2, Column (l)j $ (126,5B4)
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-14

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 12

PAYROLL EXPENSE

(A)
TEP

AS FILED
ACCT

no.
500
501
502
505
506
510
511
512
513
514
546
553
554
556
560
561

561 .2
561 .3
561 .5
561 _7
562
SGT
566
568

569.1
569.2

$

(B)
ALLOCATION

FACTOR
5.82%
0.62%
6.93%
2.38%
1.81 %
4.80%
0.66%
7.25%
1.44%
2.69%
0.41 %
0.10%
0.04%
2.61 %
1.08%
0,41 %
0.91 %
0.12%
0.00%
0.01%
0.00%
0.00%
0.10%
0.34%
0.09%
0.43%
2.27%
0.32%
0.13%
2.75%
0.34%
0.12%
0.86%
0.01 %
0.00%
1.14%
0.31 %
G09%
0.90%
1.20%
1.39%
0.05%
0.75%
0.00%
0.16%
0.19%
11.63%
0.89%
0.11%
24.16%
1.16%
1.30%
0.59%
0.15%

$

(C)
RUCO

AS ADJUSTED
1,143

123
1,362

467
356
943
130

1,424
284
528
80
19
7

512
212
81

179
23
0
1
0
0

20
67
17
BE

447
63
26

541
67
24

170
1
0

223
GO

1,1 as
177
236
273

9
148

0
31
38

2,285
175
22

4,747
229
255
115
29

LINE

n o .
1
2
3
4
5
6
7
B
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54

570
571
573
550
581
582
583
584
585
586
5B7
588
590
592
593
594
595
596
597
598
903
90B
909
920
925
926

930.2
935

DESCRIPTION
Steam Prod Oper-Supervision
Fuel - Steam
Steam Expenses
Electric Expenses
Steam Prod-Misc Expense
Mains-Supervision & Engr
Mains of Structures
Mai ft of Boiler Plant
Steam Prod-Mnt Elem Plnt
Steam Prod-Mnt Misc Plnt
Other Prod O per-Supervision
Mai ft Gen & Elec Plant
Mai ft of Misc Oth Pwr Gen Plan
Sys Control/Load Dispatch
Trans-Oper Supv & Engr
Trans-Load Dispatch
Load Dispatch - Monitor & Oper Trans
Load Dispatch - Trans Service & Sched
Reliability, Planning & Standards Dev
Generation Interconnection Studies
Trans-Station Expenses
Trans-Overhead Line Exp
Trans-Misc Oper Expense
Trans-Maint Supv & Engr
Mai ft of Computer HW
Mains of Computer SW
Trans-Maint Stn Equip
Trans~Maint of OH Lines
Trans-Maint Misc Trans Plot
Dist-Oper Supv 81 Engr
Dist-Load Dispatching
Dist-Station Expenses
Dist-Overhead Line Exp
Dist-Underground Line Exp
Dist-Light/Signal Exp
Dist-Meter Expenses
Dist-Customer Install Exp
Dist-Misc Expense
Dist-Maint Supv & Engr
Dist-Maint Stn Equip
Dist~Maint of OH Lines
Dist-Maint of UG Lines
Dist-Mnt Line Transformers
Dist-Mnt LighVSignals
Dist-Maint of Meters
Dist-Maint Misc Plant
Cust Rec/Collection Exp
Customer Assistance Exp
lnformationaVlnstrct Adv Exp
A&G Salaries
injuries & Damages
Pensions & Benefits
General Advertising Exp
Mai ft General Plant

90,826
9,757

108,250
37, 134
28,275
74,954
10,302

113,167
22,539
41,944
6,333
1,510

549
40,705
16,860
5,433

14,200
1.549

6
94
14
13

1,567
5,300
1,331
6,674

35,510
5,000
2,095

42,974
5,351
1,931

13,504
96

3
17,743
4,093

95,092
14,091
18,751
21 ,713

752
11,789

17
2,464
3,017

181,637
13,939
1,716

377,238
18,179
20,234
9, 1 ea
2,273

55 s 1,581,735 100.00% $ 19,651

Company Workpapers
Company Workpapers
Line 56 x Line 57

$56
57
5B

NOTE: Calculation Of RUCO Test Year Payroll Expense Adjustment
Test Year O & M Payroll Expense
Average Wage Rate Increase As of January 01, 2007
Adjusted Test Year O & M Payroll Expense $

52,712,850
3.00%

1,581,386

59
B0

Company Adjustment As Filed
Difference (See Column (C) For Account Allocation)

TEP Sch. C-2, Pg 4
Line 58 . Line 59

$
$

1,561,735
19,651

61 RUCOAdjustment (See RLM-8, Pages 3 a 4, Column (M)) $ 19,651
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Tucson Electric Power Company

Decker No. E-01933A-07-0402

Tésf  YearF  edTJ§c§f\Bér I

Cost of Service

Schedule RLM-15

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 13

PAYROLL TAX EXPENSE

LINE
no. DESCRIPTION REFERENCE

(A)
RUCO

AS ADJUSTED

1
2
3

RUCO Adjusted Test Year O & M Payroll Expense
Effective FICA Tax Rate For All TEP Wages
Adjusted Test Year O & M Payroll Tax Expense

RLM-14, Col. (B). Line 58
Company Workpapers
Line 1 x Line 2

$

$

1,581 ,386
7.08%

11 1,962

4 Company Workpapers

Line 3 + Line 4

$

$

30,415

5

Adjustment Due To Increase In FICA Wage Base

RUCO Total Adjustment To Test Year Payroll Tax Expens- 142,377

6
7

Company Adjustment As Filed
Difference

TEP Sch C-2, Pg4
Line 5 - Line 6

$
$

139,688
2,689

8 RUCO Adjustment (See RLM-8, Pages 3 & 4, Column (N): Line 7 $ 2,689

x
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Tucson Electric Power Company

Docket No. E-01933A-07-0402

Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-16

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 17

CUSTOMER CARE AND BILLING NORMALIZATION

LINE

no.

ACCT
no. REFERENCE

(A)
RUCO

AS ADJUSTED

1
2
3

Pre-lmp\ementation Test Year Expenses (Jan., Feb. & Mar.)
Pre-Implementation Monthly Expenses
Pre-Implementation Annualized Expenses

Company Workpapers
Line 1 /3 Months
Line 2 X 12 Months

$

$

571 ,882
190,627

2,287,528

4 903 Company Adjusted Test Year Expenses As Filed

Difference

Company Workpapers

Line 3 - Line 4

$

$5 903

G 903 RUCO Adjustment (See RLM-8, Pages3 & 4, Column (R)̀ _ Line 5 $

2,583,758

(296,230)

(298,230)
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Tucson Electric Power Company

Docket No. E-01933A-07-0402

Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-17

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 28

INCOME TAX EXPENSE

(Thousands of Dollars)

(A) (B)

LINE

no. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES1

1 Schedule RLM-7, Column (D), Line 13 + Line 11 $ 82,887

2
3
4

Operating Income Before Taxes
LEss;

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 22

Sum Of Lines 1, 2 & 3 $

(3,549)
(32,900)
46,438

5
6

FederalTax Rate
Federal IncomeTax Expense

Schedule RLM-1, Page 2, Column (A), Line 9
Line 4 x line 5 $

35.00%
16,253

STATE INCOME TAXES:

7 Line 1 $ 82,887

8
g

Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income

Note (A) Line 22
Line 7 + Line 8 $

(32,900)
49,987

10 State Tax Rate Tax Rate 740%

11 State Income Tax Expense Line 9x Line 10 $ 3,549

TOTAL INCOME TAXEXPENSES

Line 8
Line 11

Sum Of Lines 12 & 13

$12
13
14
15

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO
Total Income Tax Expense Per Company Filing (Scheduie C-1 )

$

16,253
3,549

19,802
(12,250)

16 Difference Line 14- Line 15 $ 32,063

17 RUCO ADJUSTMENT TO INCOME TAX EXPENSE (See RLM 7, Column (D). Line 11) Line 16 $ 32,063

18
19
20

NOTE (A):
Interest Synchronization:
Adjusted ACC Jurisdiction Rate Base (Schedule RLM-3, Column (D), Line 14)
Weighted Cost Of Debt (Schedule RLM-18, Column (F), Line 1 + Line 2)
Interest Expense (Line 18 X Line 19)

$

$

936,123
351%

32,900



L

Tucson Electric Power Company

Docket No. E-01933A-07-0402

Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-18

Page 1 of 1

COST OF CAPITAL

(B) (D) (E) (F)
WEIGHTED

COST

RATE
LINE

no. DESCRIPTION

(A)
COMPANY

AS

FILED

RUCO

ADJUSTMENTS

(C)
RUCO

AS

ADJUSTED PERCENT

COST

RATE

1 Short-term Debt $ $ $ 0.00% 0.00% 0.00%

2 Long-term Debt $ 805,636 $ $ 805,638 5500% 6.39% 3.51 %

3 Preferred Stock N/A $ $ O_00% 0.00% 0.00%

4 $ 659,157 $ $ 659,157 45.00% 9.44% 4.25%

5

Common Equity

TOTAL CAPITAL $ 1 ,464,793 $ $ 1 ,454,793 10000%

e WEIGHTED COST OF CAPITAL (Sum Lines1 Thru 5) 7.76%

References:
Co\umn (A):
Column (B):
Column (C):
Column (D):
Column (E):
Column (F):

Company Schedule D-1
Testimony, WAR
Column (A) + Column (B)
Column (C), Line item / Total Capital (Line 5)
Testimony, WAR
Column (D) x Column (E)


